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PUB/MH/RISK-88
Reference:  Risk Studies Project Management

‘a) Please provide a full copy of the RFP, to undertake the risk study completed by
KPMG, indicate the number of proponents which responded to the RFPs, a copy
of the selection criteria matrix employed to evaluate the proposals with the
relative ranking of each propement against that criteria. If an RFP was not
tendered for these assignments, please explain why, how and by whom the
consultant was selected,

ANSWER:

The decision to engage KPMG was made by the Board of Manitoba Hydro.
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"Mr. Bob Owen :
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KPpMG R
Suite 2000, One Lombard Place -
Winnipeg, Manitoba .
R3B 0X3 . S

As you are aware, 4 consultsnt hired: by Manitoba Hydro has initiated off LT
containing a series of allegations primarily targeted at the Corporation’s export power sales and
associated risk management practices.. These allegations are being taken very sériously by

" Manitoba Hydro management, the Roard, and 1_;1ie Audlt Conmntte.e .

Manitoba Hydro managemnent is confident that.we operate in good faith and_niaﬁage utility

. _operations in the best inferests of the Province of Mapitoba and ear stakeholders. We continualty

strive to improve our methodology in ;'nanagi:ig the challenges we face related to power sales and

- operations and the many and varied xisks embedded therein. We have engaged several consultants -

in recent years to draw upon their credentialed experience mth a view to improving our methods

- of operation and approach to risk management. In fact, it was in our quest to continue to evaluats"
" and improve our iritegration of quantitative risk management activities related to the power sales
function that the Whistleblower was hired to perform certain contracted duties.” ™ .,

In-a recent meeting of e Audit Comumnittes (Jater atfinmed at a meeting of the Board), it was -
decided that Manitoba Hydro would hire a qualified accounting firm to perform an external
quality review, as is defined in the attached Terms of Reference. The purpose of this leffer is to
have you review the Terms of’ Reference, determine if you are ina position to meet the obj ectives
therein stated; and invite you to submit a proposal to undertake the engagement. :

. PO.BoxB1S5 . Winnipéu, Manitoba » CANADA R3G 2P4. rbbrennar_x@hydr;:.mb.cé. X
- ,;Te!ephnnei’N? de féféphione: (204) 360-3600 - Fax/le dp téiscopicur: (204) 380-41t4 ~
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- Manitqba Hydroreco gn'i:ies that there are allegations made by a disgruntled consultant which may
- Yequire further expert assistance to allow a fulsome evaluation as to their merit. As indicated in

the Terms of Reference, Manitoba Hydro stands ready to work with the selected consultant in

~ obtaining the assistance determined to be necessary and reasonable in the citcumstances, In

addition, the consultant will be granted access to line management, their staff and the related

inforination sources required to undertake the work necessary to déliver the product outlined in ~-
the Terms of Reference. Manitoba Hydro’s Internal Aundit Department is actively- engaged in" |

working toward the completion of the project outlined in their associated Terms of Reference;,

.. also attached for reference purposes. Intermnal Audit will provide the product referenced and will:
- assist the consultant hired to complete the external quality review should their assistance be

required. Timing is tight and the resulting work product will undoubtedly be critiqued by The
Office of the Auditor General of Manitoba and others with a vested interest in ensuring that the
ﬁ report is given due consideration, : :

In advance of providing Manitoba Hydro with a ﬁroposal related to the completion of this WOrR,
you are invited to meet with myself and/or Internal Andit to gain an appreciation as to the nature
and extent of the work associated with this engagement. After you have had the oppartunity to .

consider the Terms of Reference and meet with Manitoba Hydro personnel as you consider

necessary, we would appreciate receiving a writfen response 1o this request. We would Tequire a*

written proposal inclusive oft

L. the names and CVs of individuals who would be responsible for material portions of the -
 engagement along with an expression that they have the capability required to do the work; -

 assurance that there are no bonﬂicts associated with. KPMG accepting'this engagement;
{he nature of anticipated use of Corporate resources in completing, the engagement;

the financial terms which you would require as compensation for the work;

progress reporting methodology; and

a reporting strat_égy (format/drafiing process) to the Audit Committee of The Manitoba
Hydro-Electric Board. )

atimeline for the activities (recogniziné the intended completion date of December 31, 2009);




MANITOBA HYDRO . * .

- ENERGY RISK MANAGEMENT PRACTICES |

TERMS OF REFERENCE.

ro. has received -ﬁaportsl from B ond it principal,
BN The réports may aiso be subject of a review by the Auditor General of

. Manitobz in accordance with the Auditor General Act. The reports contain= (2) findings and

recdnnnenda’gions for Manitoba Hydro in areas such ‘as risk management, long-term confracts,
hydrologic modeling, specific power trading issues, and governance structures for power trading; -
(b) allegations involving 5 own financial and contiactial claiins against
Manitoba Hydro; and (c) personal allegations agdinst management. L

The Corporation has received comments on the . rep;)ﬂs from interna) Corporate
personnel, and it has received independent advice on the handling of drought risk and long- temm

- tontracts from ICF Consuliing,

Purstiant to Public Utilities Board (PUB) Order 32/09, Manitoba Hydro has beén divected to filé,

~ for, FUB approval, a conceptual outline for an in-depth and independent stady of all the

operational and business risks facing the Corporation. The risk study is to be a thorough and .
quantified analysis, including probabilities of al! identified operational and business risks, This
risk report should consider the implications of planned capital spending, taking irto account
export revenue growth, variable interest rates, drought, inflation experience and risk.and potential
currency fluctnation. . , S S :

The purpose of the KRMG Review is to evaluate the ﬁzerits of the findings and fecémméndaﬁons

* as described in the opening paragraph above and to pravide the independent risk analysis as

directed by the PUB. The KPMG Review will be shared with the PUB and other ove.rsi'gh't

“bodies, )

KPMG will be retained By, and report to, the Audit Committee of The Manitoba I;Iﬁzdro—Ele;:tric
Board. The specific tasks for KPMG are as follows: o

1.- Review existing internal and external reports related 1o matters of Manitoba Hydro’s risks, as
-well as the source data for cach of the.reports, : ‘ )

2. Provide a conceptual outline to Manitoba Hydro, for the in«d.ej)t'h' and independent study as -

. directed in PUB Order 32/09 and meet with PUB Staff and/or Advisors as necessaty to review”
the PUB's Orders and concerss with respect to Manitoba Hydro’s risks. -

. Pagslof2-
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3. Prepare the independent, in-depth Risk Study as directed in PUB Order 32/09, whichis to
" include an evaluation of the findings and recommendations that have been made by,
Manitoba Hydro’s Corporate comments ‘and the ICF Report ‘dealing with 1
management, long-term contracts, hiydrologic modeling, specific power trading issues and
governance structare for power trading. ’ .

" With respect to long-term contracts, KPMG should consider:

a) ihe implications of planned capital spending taking into accoint export revenue growth,
.. market access risk, interest and inflation risk, and potential ciirrency fluctuation; and .

b) Hydro commifroents and risks related to elecirical i'eliability requirements of dealing in
the MISO market. . el

The Risk étudy should also consider energy supply risks, &cj)ecially those that export
commitments might impose on domestic supply, ’ - B

4. Prepafc a Teport surmmarizing. findings, conclusions and recommendations _on' or before -
" December 31, 2009. ’ | . . o

" 2009 14 10
Page 2 of 2
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: MANITOBA HYDRO . - - . -
'ENERGY RISK MANAGEMENT PRACTICES

" Internal Audit Review
TERMS OF REFERENCE

. Prepare a'list of ll of the allegations made by R tbrouch - detailed review,
. analysis and interpretation of the do¢umentation provided by SRt o date. :

. t)rggxﬁze the éllegaﬁons' in a manner to facilitate an effective review and response;

- Prioritize the allegations, based on an assessment of the risk associated with'the allegation.

The relevant risks could include but are not limited to: financial, reliability, environmeéntal,
customer value, operational and reputational, - - o

. Do the foll'owing. for eachallegation that is deemed to have a high priority as per the abave:

Explain the potential implication to the corporation, including whether it is & business
consideration or issue of perceptions. . T :

* dentify the positions that have been taken tb date by Manitoba Hydro emplogees, and
where applicable by ICF_ Consulting, : O . : . ‘

Provide this listing to the consultant hired to perform the External Quality Review to
assist them in performing their assessment, : :

Provide assistance to the consultant hired to perform the External Quality Review to

allow them to make. suggestions as to whether the Corporation appeats to have-a . |
relatively sound basis of understanding of the allegation or whether material gaps exist in B

the "corporation’s understanding, @nd make suggestions as to additional technical
expertise that would be advisable to address any such gaps. .

-5, Summarize your findingsina report or table for the Audit Cominlttee. Treat this project as :_@_

“high priority engagement with a view to completing the engagement on an ASAP basis.

2009 11 10"
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KPMG LLP Telephons (204} 957-1770
Sulte 2000 Fax (204) 957-0808
Gne Lombard Place Internet wyw.kpmg.ca
Winnipeg. MB R38 0X3

CONFIDENTIAL
Mr, William C. Fraser F.C.A.

_Chair of the Audit Committee

The Manitoba Hydro-Electric Board
360 Portage Avenue
Winnipeg, MN R3C 0GS

November 20, 2009 .

Dear Mr. Fraser

KPMG LLP (“"KPMG”) is pleased to submit this proposat to The Manitoba Hydro-Electric Board .
(“Manitoba Hydro") to undertake an External Quality Review (“Review”). This Review will be used
to help Manitoba Hydro’s management, Audit Committee, and Board evaluate the merits of recent
allegations made by an external consultant with respect to decisions made at Manitoba Hydro. This
letter describes the objective of our engagement, the nature of the services that we will provide, and
our professional arrangements,

This engagement letter has been prepared based on The Manitoba Hydro Enerzy Risk Management
Practices Terms of Reference provided to KPMG on November 20, 2009. It is acknowledged by both
parties these terms may change as the engagement progresses. Any substantive changes in the terms
of the engagement will be mutually agreed to in writing by both parties.

Manitoba Hydro acknowledges that they have authorized KPMG to engage third party consultants to
assist in completing certain aspects of this project if KPMG determines this would be required to
complete the engagement.

We confirm we are not aware of any conflicts associated with KPMG accepting this engagement. Our
US firm has provided certain services to ICF Consulting unrelated to this engagement. As a result and

. in accordance with our firm policies the KPMG engagement team assisting Manitoba Hydro will

exclude any individual that has previously provided professional services to ICF.
Background

Manitoba Hydro has received complaints from an external consuitant. These complaints may be the
subject of a review by the Auditor General of Manitoba.. The complaints relate to mishandling by
management in areas such as drought risk management, long-term contracts, hydrologic modeling,
specific power trading issues, and governance stractures for power trading.
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Scope of Work

For this review, you have asked us to undertake the following activities:

= Review a list of allegations that have been made by the consultant.

= Identify the positions of Manitoba Hydro staff and other external expert consultants on each of the
allegations.

®  Determine whether the information assembled to date provides a reasonable basis for evaluating
the merits of these allegations, and provide our evaluation of the allegations.

®  Prepare a report summarizing our findings, on or before December 31, 2009,

Where allegations require further expert study and analysis, we will work with the President & CRO
and others as necessary to arrange for the additional work product and associated funding.

Approach

We propose to undertake this engagement through a two-phased approach. Our proposed phases are
as follows:

1. Phase One: Diagnostic Review and Scoping

2. Phase Two: Detailed Analysis and Reporting
These Phases are discussed in more detail below,
1. Phase One: Diagnostic Review and Scoping

We envisage Phase One as a diagnostic phase in which we undertake an initial review of the
consultant’s allegations and surrounding circumstances. Phase One will begin with an izitial series of
meetings with key members of management and staff and a review of relevant reports and supporting
documentation. The objective of this work will be to quickly get up to speed on the relevant issues
and to identify the key questions that will need to be addressed by the Review. In the event that there
are a large number of allegations, there may need to be some prioritization of those subject to further
investigation and analysis. '

It will include:

1. Review existing internal and external reports related to matters of Manitoba Hydro's risks, as well
as the source data for each of the reports.

2. Provide a conceptual outline to Manitoba Hydro, for the in-depth and independent study as
directed in PUB Order 32/09 and meet with PUB Staff and/or Advisors as necessary, including
giving testimony at PUB hearings, to review the PUB’s orders and concerns with respect to
Manitoba Hydro's risks.
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As part of Phase One, we will then prepare a Planning Report that: -
m  [Identifies and defines the issues that will need to be addressed by the Review.,

m  Provides a proposed methodology for addressing these issues. The methodology will include a
framework for evaluating the consultant’s allegations and for arriving at conclusions regarding
their merit.

®  Identifies the sources of data that will be used in our analyses, and specifies any external inpits or
studies that will be required to supplement existing data available within Manitoba Hydro.

= Provides a detailed work plan, with staffing plans, timelines, and associated professional fees.

Based on our preliminary analysis and discussions with you, we expect that there may be
approximately 10 to 20 issues that will need o be addressed by KPMG during Phase Two in order to
assess the consultant’s allegations.

2.  Phase Two: Detailed Analysis and Reporting

During Phase Two, we will carry out the detailed work plan that is developed during Phase One. This
work plan will include the preparation of a formal report. This report will document our analyses and
conclusions in a format that is suitable for distribution to key stakeholders, including your shareholder,
the regulator, and members of the media, as appropriate. In particular, this report will be suitable for
submission as evidence in regulatory and/or legal proceedings. This entails a high degree of rigor with
respect to our analyses and their presentation. While details of the Phase Two work plan are yet to be
defined in detail, we anticipate the work plan including at a minimurm the following:

Prepare the independent, in-depth Risk Study as directed in PUB Order 32/09, which is to include an
evaluation of the findings and commendations that have been made by this consultaat, Manitoba
Hydro’s Corporate comments and the ICF Report dealing with risk management, long term contracts,
hydrologic modeling, specific power trading issues and governance structure for power trading, In its
report, KPMG will be specific in either concurring with or rejecting the findings and recommendations
of this consultant and may, as applicable, provide its owa findings and recornmendations related to the
issues raised by this consultant. The specific issues to be addressed in Phase Two will be documented
in our Phase One Report. With respect to long term contracts, we will consider:

a. The implications of planned capital spending taking into account export revenue growth,
- market access risk, interest and inflation risk, and potential currency fluctuation; and

-b. Hydro commitments and risks related to electrical reliability requirements of dealing in
the MISO market

The Risk Study should also consider energy supply risks, especially those that export commitments
might impose on domestic supply, as well as the impact on the security of supply of not having or
significantly curtailing long term export power sales.

The Nature of Anticipated Use of Corporate Resources

The nature of anticipated uses of corporate resources will vary by phase. In general, we anticipate
requiring access to senior management such as SVP, Power Supply and the SVP’s direct reports, in
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particular the PS&O leadership; CFO and finance leadership; President and CRO's office, etc. We
anticipate requiring access to background reports referenced in- any allegations made by the consultant
and any reports/materials produced by Manitoba Hydro or its advisors to rebut / examine allegations
made by the consultant.

We also anticipate requiring access to power trading policies/power trading reports / power production
reports / minutes / power point/ MS word / Excel records of key decision making committees related
to power exports, production forecasting or similar bodies,

To the extent necessary to gain an understanding of the model logic, we may require access (o the
programming logic / code modules of key planning tools such as HERMES / SPLASH and access to
the expert operators of such tools, We also anticipate requiring access to the input data and
methodologies used in the analysis generated by HERMES and SPLASH. As the engagement
progresses, we may identify other resources that we may need access to.

Moreover, in general our requests for access to staff and/or data/reports/methodologiesfpolicies will be
driven by a positive requirement to either adequately understand the allegations made by the
consultant, any Manitoba Hydro position’s on these allegations and/or to understand znd analyze
Manitoba Hydro’s key decisions and decision making process as it relates to its power production
planning and sales process. Further, our requests will also be in furtherance of the requirement for the
Risk Study envisioned in PUB Order 32/09.

We will also require access to the reports prepared by Manitoba Hydro’s External Legal Counsel,

. Aikens, MacAulay and Thorvaldson LLP, as well as meetings with representatives of Aikens that we

may deem appropriate.
The Engagement Team

The consultant’s allegations have generated considerable attention within Manitoba Hydro's
stakeholder community. As noted earlier, this matter may be reviewed by the Auditor General. Itis
essential that our final Phase T'wo Report be objective, credible and fully backed by supporting
evidence and documentation. Our analyses and conclusions are likely to be subject to very detailed
scrutiny by a variety of external stakeholders. According, we have assigned to this engagement a very
senior team with experience in the following areas:

»  Management reviews and the assessment of decision-making processes, particularly in the
development and management of long-term contractual arrangements.

w  Analysis of complex issues, including the preparation of expert evidence and the provision of
expert testimony in legal and regulatory tribunals.

w  Energy issues and utility regulation.

In the section below, we summarize the backgrounds of the specific individuals identified for this
engagement, :

w  Bob Owen. Bob Owen is well known to management at Manitoba Hydro, having served for
many years as your external audit partner. Bob Owen was also a key member of KPMG’s team in
our review of the Centra Gas acquisition. Bob is based in Winnipeg and accordingly has a good
understanding of local sensitivities regarding this engagement. Bob's principal role will be to
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serve as the client service partner responsible for the overall quality of our services and timely
delivery of our project reports. C

w  Stephen Beatty. Stephen Beatty is a Partner, and is the head of KPMG’s Global Infrastructure
Practice in the Americas. Stephen provided advice to Manitoba Hydro with respect to its
agreement with the Nisichawayasihk Cree Nation for the development of the Wuskwatim Project.
Steve has advised public sector clients extensively on issue related to PPP policy development,
project financing, project scoping, and process design. Stephen, as are the remaining members of
the teamn, is based out of KPMG's Toronto office. Stephen will be responsible for the
management and direction of this project.

w Wil Lipson. Will Lipson is a Managing Director who specializes in helping public agencies plan
and deliver large infrastructure projects, Will has expertise in project management, program
evaluation, corporate planning and operations, public-private partnerships, financial and economic
analysis, and demand forecasting. He is well known by government agencies across North
America, and has been qualified as an expert witness on a number of occasions during the course
of his career. ‘

" Anurag Gupta, Anurag is a Director. Anurag has over 10 years combined experience in praject
and corporate finance with extensive experience in structuring projects and complex transactions
in the energy and infrastructure sectors. Prior to joining KPMG, Anvrag had senior positions with
Infrastructure Ontario, Ontario Power Generation, and TXU Energy in Dallas, where his work
invelved energy trading, structured transactions and finance, quantitative and financial analysis,
and credit risk assessments.

. Michael Ross. Michael is a Senior Associate at KPMG. Together with Bob Own, Michael led
our work for Manitoba Hydro to review the synergy savings from the acquisition of Centra Gas.
Michael was for many years the Partner in Charge of KPMG’s Economics Group and has
extensive experience in the use of economic methods and evaluation techniques. He has directed
or carried out studies involving program evaluation, economic impact, and cost-benefit analyses.

= Jonathan Erling. Jonathan is a Managing Director. Jonathan was involved in our review of the
Centra Gas acquisition and acted as an expert witness on this issue at the Manitoba Public Utdlity
Board. Jonathan’s practice focuses almost exclusively on issues related to eneigy economics and
utility regulation. He provides financial modelling, cost allocation and strategic planning services
for utility and power generation clients. He has recently undertaken a number of assignments for
the Ontario Energy Board (OEB), in addition to acting as an expert witness at OEB hearings.

»  Frank Chen. Frank is a Senior Manager in our Calgary office. He brings experience in energy
tradipg, risk systems and documentation.

Resumes of the above individuals have been included as an appendix to this letter.

This cote team of senior professionals will lead and carry out our work on Phase One, This core team
of senior professionals identified above will be supported by other resources as appropriate.
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Business Arrangements

We will bill for our services at the following hourly rates:

Bob Owen $315 per hour
Stephen Beatty $490 per hour
Will Lipson $490 per hour
Anurag Gupta $315 per hour
Michael Ross $450 per hour
Jonathan Erling $375 per hour
Frank Chen : $315 per hour

Assuming full start-up .the week of November 23", we propose to provide our Phase I report by
Friday, December 4%,

GST and out-of-pocket expenses will be billed in addition to the amounts noted above. We expect that
the majority of our out-of-pocket expenses will relate to travel and accommodation,

Neither the amount of our fees nor the payment of our fees and expenses will depend upon the results
of our work. This engagement will be subject to the standard terms and conditions attached to this
letter.

‘Upon completion of Phase One we will be in a position to confirm, based on the number and
complexity of the issues identified that will need to be addressed, the timing of delivery of our Phase
Two Report, remaining fully cognizant of the December 31% target,

We would be pleased to discuss changes to our proposed scope of work or business arrangements if
the foregoing letter does not match your exact requirements. In the event that the letter does address
your requirements, please confirm your agreement with the foregoing by signing and dating a copy of
this letter and returning it to us.

Yours very truly,

AT

R.J. Owen, C.A.
Partiter
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We acknowledge that we have read the foregoing agreement and agree to be bound by it.

@W U Zf/a 7

“Chair of the Audit Committes
The Manitoba Hydro-Electric Board Date



Appendix A

Bob Owen, Client Service Pariner :

Role: Bob Owen will serve Manitoba Hydro as client service partner. He will work with the project
team to ensure that all of our commitments are delivered on a timely basis and to your satisfaction,
Bob has over 30 years of public accounting experience with KPMG, and has 20 years of experience as
a member of the Manitoba Hydro audit engagement team. In addition to serving his clients, Bob is
also the Professional Practice Partner-in-Charge for the Winnipeg office. Bob will attend all meetings
with Manitoba Hydro’s Audit Committee, Board of Directors and senior management and oversee the
delivery of all our services.

Some of Bob’s most significant clients include or have included: Investors Group, Agriculture and
Agri-Food Canada, Cargill Limited, Jovian Capital Corporation, Pollard Banknote Income Fund,
Ladco Company Limited, Bird Construction, Ceridian Canada Lid., Old Dutch foods Ltd., Ducks
Unlimited Canada, Lake Louise Limited Partnership and Canad Inns. . .

Education and Affiliations:
* Bachelor of Arts degree, University of Manitoba

* Bachelor of Commerce (Honours) degree, University of Manitoba
* Chartered Accountant, Institute of Chartered Accountants of Manitoba
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Stephen Beatty, Project Manager

Role: Mr. Stephen Beatty is a Managing Director of the Public/Private Practice of KPMG LLP in
Toronto. Steve is also Head of KPMG's Global Infrastructure and Projects Group for the Americas.
He co-chairs KPMG Canada’s Privatization/Private Finance Network and is the Canadian
Representative of KPMG’s Global Privatization, Public/Private Network.

He has a B.B.A. from Wilfrid Laurier University, an M.B.A. with honours from York University, and
over twenty years® experience with KPMG. He is 2 member of the Planning Forum, the American
Marketing Association, and an associate member of the Transportation Research Board (U.8. National
Academy of Sciences). He co-chairs the KPMG National Public Private Network.

Consulting Experience

Transportation
®  Texas Highways Program—KPMG has been engaged as a Financial Advisor to TxDOT on
procurement strategies and implementation plans for its statewide comprehensive development
agreement {(design-build, PPPs and franchises/concession) program, which TxDOT anticipates
utilizing to help finance many of its new turnpike projects over the next several years. Mr.
Beatty’s responsibilities have included assistance in developing and implementing transaction
strategies, assisting with evalnation of qualifications submittals and responses, coordinating with
“engineering consultants and internal staff, negotiating with proposers, analyzing financing options,
assisting with federal SEP-15 approvals, advising on commercial terms, providing CDA training
seminars, and a host of other activities, :

In addition, KPMG is assessing financing requirements on a project-by-project basis, analyzing
project revenues, investigating other potential revenue sources, and creating strategies for
financing each of the individual CDA projects. KPMG is also assisting TxDOT with its
applications for TIFIA and PABs for several of the CDA projects. KPMG's involvement spans the
entire CDA program.

Mr. Beatty is providing overall client quality assurance and strategic advice on the TxDOT
program. This work has included developing programmatic views on dealing with specific issues
on the various projects, as well as addressing specific project-level issues. These issues range from
business planning, procurement options, providing financial and structuring advice, payment
mechanisms and key inputs into the development of financial models, The various projects in
which Steve is involved include:

— Assisting TxDOT in working with Cintra-Zachry in the development of a Master Financial
Plan for the TTC-35, crossing the State and connecting the Oklahoma border with Mexico.

~ Advising in the direct negotiations with Cintra-Zachry for Segments 5 & 6 of SH 130, near
Austin, '

— Dallas-based projects including the SH 121, IH 635, SH 161, North Tarrant Express, and the
soon-to-be released DFW Connector,

—~ The Loop 1604/SR 281 project in San Antonio.
—  The recently released TTC-69 project, connecting Louisiana with Mexico.



— Assessing the PPP potential of several other unfunded projects and creating a framework for
“triaging” unsolicited proposals. '

w  Ontario Privatization Secretariat—Advisor for the Highway 407 Divestiture. Mr. Beatty was

a principal advisor to the Ontario Privatization Secretariat in the successful $3.1 billion divestitare
of Highway 407, the world’s first electronically tolled kighway. This transaction is the largest
transaction affected by the Province of Ontario to date and was completed in less than nine
months. KPMG's extensive involvement included roles as the overall business advisor,
transaction process advisor, the transportation advisor; and the accounting advisor.

— Mr. Beatty, as the transaction process advisor, assisted the Provinee in the design and
execution of the process and provided project management support to ensure that the
divestitare process followed was fair, transparent, and defensible. KPMG also served as the
interim manager of the facility, : .

— In the role of transportation advisor, KPMG provided'advice on traffic forecasting, economic
regulation, and other matters. One of the key elements of KPMG's work was the design of the
toll rate regulation regime to be used by the winning bidder.

— Asan accounting advisor, Mr. Beatty assisted in analyzing various framsaction structures,

performed due diligence on financial and operating information, and advised on varions
components of the financial model,

— Mr. Beaity also worked to assist the Province in the transfer of ownership from the Province
to the private sector. These responsibilities included assisting the Province in ensuring all
obligations under various agreements with the private sector bad been met, assisting the
Province in identifying government sensitive documents, and identifying and quantifying
outstanding liabilities. Specifically, KPMG assisted with the development of protocols to deal
with various contractual, safety, and other issues over concession term, advising the Province
on its business relationships with the purchaser through participation in regular management
meetings, and devising an approach to perform an audit of compiliance with the agreements.

Ontario Ministry of Transportation—Highway 407 Regulatory Advice. Mr. Beatty is a
member of the KPMG team that is providing ongoing assistance to the Ontario Ministry of
Transportation in its administration of the 99-year concession for Highway 407. The primary
focus of the work involves assistance with the regalatory framework which was developed as part
of the privatization of the Highway.

Indiana Department of Transportation 1-69 Corridor. KPMG was mandated by INDOT to
perform a financial feasibility study on the 1-69 as a requirement of Indiana’s legislation that
determined a financial feasibility study must be performed by a firm internationally recognized in
the field of such studies. KPMG, along with a team of technical and legal advisors, were mandated
to perform the study. Steve has the overall responsibility and is a key strategic advisor to the
Indiana Department of Transportation regarding the development of the 1-69 corridor in the State
under a concession model. I-69 has been identified as a major initiative of the federal highways



administration that is currently being pursuing by six States. Steve is advising the only two States.
(Texas and Indiana) that are at the forefront of delivering their segments of the I-69 and will soon
be taking the transactions to market.

Irish National Roads Authority—Public-Private Partership Assistance. Mr. Beatty was a
member of a large KPMG team that provided assistance to the Irish National Roads Authority in
the structuring and tendering of ten design-build-finance-operate road projects in Ireland. Mr.
Beatty’s primary focus was on the tolling of the facilities and different methods of achieving
financial self-sufficiency in a number of projects. ‘

Riverside County Transportation Commission - Development of PPP Highways. KPMG was

-recently appointed as Financial Advisors to Riverside County Transportation Commission

regarding the potential development of several billon dollars of highway improvements in the
County. The current work is focused on financial analysis of the various projects, with assessment
as to their suitability for development under a PPP approach. Mr. Beatty is involved in this project
and has been assisting the client in addressing a range of strategic and policy matters to date.

Minnesota Department of Transportation—MN Pass, Mr. Beatty was responsibie for KPMG’s
assistance to the Minnesota Department of Transportation in assessing the poteniial for the
implementation of the MN Pass System involving a public-private partnership to implement
HOV/HOT lanes in Minneapolis.

Greater Vancouver Transportation Autherity/Translink—Golden Ears Bridge. Mr. Beatty
was a member of KPMG’s team providing assistance to Translink in its public private partnership
for the design, construction, financing and operation of the Golden Fars Bridge.

Greater Vanconver Transportation Authority/Yranslink—RAY Project. Mr. Beally was a
member of KPMG’s team that provided expert peer review services to Translink in its
implementation of the Richmond Airport Vancouver Rail Link.

Metro Toronte Roads—Operations Centre Privatization. M. Beatty provided assistance in
the negotiations surrounding the potential privatization of the Metro Toronto Traffic Operations
Centre.

Canadian Highways Constructor—Review of Tell Road Opportunity in Guilin, China. Mr.

- Beatty undertook a preliminary feasibility review and ncgotiations regarding a toll road project in

Guilin, China. The work examined the potential to develop a highway under a Build-Operate-
Transfer approach.



Ministry of Transportation of Ontario—Independent Process Review of Five Design/Build
Competitions. Mr. Beatty was involved in assisting the Ministry-in the selection process for
design/build highway projects in the following five regions:

~— North-western
~  Northern

—  South-western
— Eastern

— Central

The focus of the engagement was on ensuring that the selection process was fair and credible.
Uporn completion of the selection process, KPMG reported on the integrity of the process.

Confederation Bridge—Toll Revenue Forecasts. Mr. Beatty was responsible for a series of
analyses that led to the development of comprehensive traffic and revenue estimates for the
owners of Confederation Bridge which links the Canadian Provinces of New Brunswick and
Prince Edward Island. The traffic forecasts were used in conjunction with raising of non-recourse
debt for the project.

Ontario Ministry of Transportation—Logo Signs. Mr. Beatty led the KPMG team that
provided assistance fo the Ontario Ministry of Transportation in the establishment of a public-
private partnership for the procurement of logo signs on Ontario’s major highways. The work
involved the establishment of a concession framework as well as the offering of the business
opportunity to the private sector,

Governments of North Dakota, Manitoba and Saskatchewan—Border Crossing. Mr. Beatty
was a member of a KPMG team that provided assistance to the Governments of North Dakota,
Manitoba and Saskatchewan regarding two major rail border crossings between Canada and the
United States. The work examined the potential to accelerate customs clearance at the border and
recover the costs from users,

BC Ministry of Transportation—Sea to Sky Highway. Working for the British Columbia
Ministry of Transportation (MoT), KPMG analyzed the potential to successfiilly implement, using
a public-private partnership, a long-term business arrangement for the operation, maintenance, and
upgrading of Sea to Sky Highway. This project included various aspects, such as issues analysis,
business case development and options analysis, ptoject planning, analyzing and determining the
optimal business model and deal structure, communicating and marketing the deal, creating an
interim operating entity, developing a concession agreement, evaluating bids, cotupleting the final
transaction, and operational transitioning. Mr. Beaity was the lead advisor on the $1 billion-plus
project, and was key in developing a full inderstanding of all the relevant issues, in order to
determine if there was a business case that could support a P3 structure.



BC Ministry of Transportation—Coquihalla Highway. For tlie. BC Ministry of Transportation,
KPMG was retained as the business advisor in the privatization of the Coquihalla Highway. The
Coquihalla Highway is the only toll highway in B.C. KPMG’s role included assisting in the
structuring of the transaction, addressing key transaction parameters, developing the tolling
regime, developing the business case, and assisting with the transaction process. Mr. Beaity was
the client service partner on this assignment, advising on key transaction parameters and ensuring
that the objectives of the transaction were consistent with other road privatization transactions
within the Province. '

Municipality of Metro Toronto—Acquisition of a Parking Tag Management System, M,
Beatty assisted staff of Metro Toronto in the acquisition of 2 new parking tag management system,
assisted in drafting the Request for Bxpressions of Interest, the shortlisting of the proponents, the
drafting of the Request for Proposals and the evaluation of the final proposals. The process
involved consideration of both an in-house procurement of the system as well as a privatization of
the parking tag office. In parallel, the process also solicited proposals for upgrades to a police
management system. Mr. Beaity assisted Metro in the negotiations with the selected proponents.

BC Ministry of Transportation—Gateway Program. KPMG is currently acting as the Business
Advisor to the Gateway Program. Mr. Beatty is the Semior Advisor for this engagement,
providing strategic and procurement advice, including due diligence, risk asscssments, toiling
policies and evaluation criteria development. The Province of British Columbia, together with the
Greater Vancouver Transportation Authority have undertaken a program of infrastructure
improvements, whose objectives are to improve access along and across the Fraser River corridor,
improve access to major gateways, promote industrial development, and address current
congestion issues. The program is comprised of three primary corridors:

— Twinning of the Port Mann Bridge and improvements to Highway 1, including widening of
the motorway

— South Fraser Perimeter Road - A proposed transportation corridor running along the south side
of the Fraser River (from Highway 91 to Highways 1 and 15). This project would provide the
linking of docks, rail facilities, and industrial areas with the Provincial highway system.

= North Fraser Perimeter Road - improvements and additional connections within the existing
road network, combined with improvements to the Pitt River Bridge and Lougheed Highway

Currently, the program is at the pre-Request for Qualifications (RFQ) stage on the Highway 1/Port
Mann Bridge project.

British Columbia Transportation Financing Authority—Sierra-Yo-Yo-Desan Road Project.
M. Beatty assisted the B.C. Transportation Financing Authority in securing a developer/financier
of this major natural resource access roadway in Central British Columbia.



= Province of British Columbia—Lion’s Gate Bridge. Mr. Beatty servedias one of the principal . : . .

advisors to the Province of British Columbia in implementing the tepair/rehabilitation/replacement
of the Lion’s Gate Crossing. Mr. Beatty's work involves assistance in obtaining government
acceptance and approval of the project, as well as structuring the transaction to maximize the net
benefits, ‘

a  Province of New Brunswick—Procurement Process Review Advisor. Mr. Beatty served as
one of the principal advisors to the Province of New Brunswick regarding the construction of a
highway between Fredericton and Moncton. The project, with a value in excess of $650 million,
was undertaken as a public-private parinership between the Government of the Province and a
private partner. Mr, Beatty’s role involved the provision of expert advice to senior officials in the

. Ministry of Transportation, the Ministry of Finance and the Ministry of the Attorney General,

n  B.C. Ministry of Transportation and Highways. Mr. Beatty advised the B.C. Ministry of
Transportation and Highways in the development of two design/build highway projects in
Vancouver. The projects involved complex design/build challenges on both traffic management
and environmenta) fronts. The KPMG assistance involved the development of a comprehensive
approach to project definition, to contractor selection, and negotiations.

w  The City of Mississauga Bus Shelter—Public-Private Partnership. Mr. Beatty was a member
of a KPMG team that provided a range of assistance regarding a pablic-private partnership for the
provision of transit shelters for the City of Mississauga.

Airporis and Aviation

n  Joint US.-Dutch Develnper—Redevelopment of Terminal Building at JFK International
Airport. Mr. Beatty assisted in a joint venture between a U.S. developer and a Dutch airport
operations company in the redevelopment of the International Arrivals Building at JFK
International Airport. The focus of his work was on conducting due diligence on the financial

information that was provided to the proponents in this competition by the Port Authority of New
York & New Jersey.

= Air Terminals Development Group—Terminal One/Two Redevelopment Proposal. M,

Beatty provided extensive assistance to the Air Terminals Development Group in the submission
of their proposal to redevelop Terminals One and Two at Lester B. Pearson International Airport.
The Air Terminals Development Group is owned principally by the Charles R. Bronfman Family
Trusts and the Lockheed Comporation. Mr. Beatty was responsible for the development of a
comprehensive plan to transfer the assets, employees, and business obligations of Transport
Capada to the Air Terminals Development Group, He had a significant involvement in the
development of the business plan for the project, and directed the production of the management
and operations elements of the proposals.



Ogden Aviation—Proposal to Modernize and Expand International Terminal Facilities at -
the Luis Munoz Marin Intérnational Airpori in San Juan, Puerto Rico. KPMG assisted this

client in the preparation of a submission in response to the Puerto Rico Ports Authority's Request

for Proposal for the development of the above-noted facilities. Mr, Beatty assessed the operational

characteristics and financial performance of the airport. M. Beatty was also responsible for the

development of financial projections and business plan for the project. A key element of KPMG’s

work was the formulation of the most appropriate form of public-private partnership. Issues

considered included rate setting mechanism, cost minimization, and management and control.

Private Sector Consortium—New Runway at ¥l Dorado Airport in Bogota. For a joint US-
Spanish. consortium, Mr., Beatty assisted in the development of a proposal to build a new runway
at the airport in Bogota, Colombia and operate the airport’s airside for 20 years. KPMG was
responsible for the business plan and the management operations plan and, as part of this work,
developed a detailed operating budgets for the project using experiences gained elsewhere and a
Limited amount of information made available to the bidders. Recently, the Colombian authorities
announced that our client’s submisé_ion was successful.

Airport Development Corporation—Operations Assistance. Mr. Beatty provided assistance to
the senior management and ownership of Terminal Three in Toronto in monitoring and analyzing
cost and revenue data. Another aspect of the work involved assessing the accuracy of and curing
deficiencies in data supplied by tenant airlines. These data are fundamental inputs used in a
complex cost-sharing lease agresment between ADC and its airline tenants.

Capadian Developer—Privatization of Trinidad Airport. Mr. Beatty participated in the
development of a comprehensive proposal to privately develop new passenger terminal facilities at
the Airport. The analysis focused on both the financizl offer and the physical requirements of the
facility. '

Canadian Developer—Vietnam Afrports. Mr, Beatty participated in the analysis of the
privatization potential of two Vietnamese airports on behalf of a Canadian developer. The work
involved an analysis of local and international travel and the physical requirements of the
proposed development.

Canadian Developer—Privatization of Runways. Mr. Beatty participated in this engagement
involving assistance provided to a Canadian developer proposing to privately develop runway
facilities at Lester B. Pearson International Airport. The focus of the work was on the
development of a comprehensive financial model and regulatory struchire to govern the business
relationship between the Government and the developer.

U.S. Aviation Company—Proposal to Privatize and Redevelop the Terminal Ogperations at
Trinidad and Tobago's Piarco and Crown Point Airports. KPMG was retained by a US.-

. based aviation company to undertake the financial analysis and modeling required to determine

the feasibility and financial structure of this U.S. $70 Million project, Mr. Beatty was the leader



of the due diligence and negotiating team. The project encompassés the construction of a new
terminal and the transfer of operations of existing facilities' at-the airports of Trinidad and Tobago,
Mr. Beaity reviewed traffic patterns at the airports and prepared a comparison of airport fees and
charges at neighbouring international airports,

Italian-Thai Development Public Co.—Proposal to Build and Operate the Clark
International Airport in the Philippines. Mr. Beatty was a member of the consulting team that
assisted this client in the preparation of a major submission to the government for the
redevelopment of the former Clark Air Force Base in Manila, Philippines. The work included the
development of traffic forecasts, translation of the traffic forecasts into facility requirements,
projection of revenues and operating expenses, development of a financing strategy, and the
preparation of the business plan. In addition, KPMG patticipated in the preparation of an
economic benefit and cost analysis for the project.

Panama Airport Proposal. Mr. Beatty led a large KPMG team that provided assistance to
Fraport in the analysis of the preparation of an offer to acquire the Panama City Airport.

Basque Government—Airport Privatization. On behalf of the Basque Government, Mr. Beatty
examined the financial and economic feasibility of the privatization of the three major airports in
the Basque Region of Spain. The work involved an examination of the financial and operational
performance of each of the airports as well as a broad assessment of their future potential.

Government of Poland—Airport Privatization/Financing. Mr. Beatty led a KPMG team
which examined the potential for the Warsaw Airport to undertake the development of a new
passenger terminal either on a project finance ot privatized basis. The work involved an
examination of a financial and operational details of the existing airport, together with an
examination of capital market conditions in Poland and for Polish projects in Rurope.

Baltic Republic—Privatization Awnalysis. On behalf of an Austrian company, Mr. Beatty
examined the potential for privatization of a number of facilities in this Baltic Republic. The
analysis focused on public infrastructure and housing, and resulted in the identification of several
opportunities for future development,

Russian Republic—Privatization Analysis. Mr. Beatty examined the potential to privatize a
semi-antonomous Republic's primary airport and other related infrastructure. The conclusion of
the work was that substantial other infrastructure investment was required before the airport could
be redeveloped using private finance. -
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'®  Ontario Ministry of Health and Long Term Care—CT. Scan/MRI Public Private

Partnership. Mr. Beatty was responsible for KPMG’s assistance to the Ontario Ministry of
Health and Long Term Care involving the operation of a large number of medical diagnostic
imaging facilities, financed and operated on a public-private partnership basis.

= Sunnybrook and Women’s College Hospital. Mr. Beatty led KPMG's team assessing the
potential to develop a major research facility at Sunnybrook Hospital in Toronto utilizing a pubfic-
private partnership approach.

»  University Health Network—Sporis Medicine,  Mr. Beatty directed KPMG’s work in
-examining the potential to implement a major sports medicine facility at Toronto’s University
Health Network involving a public-private partnership approach.

% Urban Shared Services Corporation—Hospital Foed Preparation Facilities. Mr. Beatty was a
member of the KPMG team that assisted Winnipeg's Urban Shared Services Corporation in the
selection of a preferred private sector partner to implement a comprehensive food services
‘management system for a number of Winnipeg health care facilities.

@ Ontario SuperBuild Corporation—Qntario Hospital Association Health Care Public-Private
Partnership Workshop. Mr. Beatty conducted 2 workshop on behalf of the Ontario SuperBuild
Corporation for the Ontario Hospital Association in the field of health care public-private
partnerships. The workshop canvassed a range of experiences relating to public-private
partnerships from both the public sector perspective as well as the private-sector perspective.

Water/Wastewater

@ Regional Municipality of Halton—Development of Corporate Policy/Proposal Call for New
Water and Wastewater Facilities. XPMG, in conjunction with Borden and Elliot, conducted an
assignment for the Regional Municipality of Halton which had two components:

~  the development of a corporate policy on public/private partnerships,

~  the conduct of a proposal call process to develop new required water and wastewater treatment
facilities.-

Mr. Beatty was the co-partner in charge of this major assignment and thereby became familiar
with the latest issues that needed to be addressed in operating and maintaining a water system.

& Private Sector Developer—York Region Water Public/Private Partnership. Mr. Beatty
served as the principal financial advisor to a consortium who submitted a proposal to York Region
to become its partner in the provision of water to the Region. This consortium is lead by Union
Gas, The Ogden Corporation, and Yorkshire Water PLC. Focus of the work was the preparation
of 2 proposal and the structuring of the partnership relationship in a manner that provides high-
quality services at reasonable prices while eamning fair returns for the participants.
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s The Regional Municipality of Hamilton-Wentworth—Public/Private . Partuership
Negotiations. Philip Environmental, an environmemal services company based in Hamilton,
made an unsolicited proposal to the Regional Municipality of Hamilton-Wentworth to manage and
operate the Region's water and wastewater ireatment facilities. In return, Philip proposed to
gunarantee a minimum annual savings in operating costs for the Region. Philip also made certain
assertions regarding the economic development benefits that the Region could gain from
providing the private operator with a base of operations from which to pursue work outside of the
Region. KPMG was retained by the Region, where Mr. Beatty assisted staff in negotiating a
contract with Philip. The scope of the contract covered the operating standards to be followed by
Philip, maintenance procedures and standards, transfer of employees from the Region to Philip,
economic development gnarantees and the financial arrangements between the two parties.

m  Greater Vancouver Regional Distriet—Water and Wastewater Privatization. KPMG,
together with RPA Consultants, conducted a detailed examinaiion of the potential for
public/private partnerships in the water and waste water freatment field for the Greater Vancouver
Regional District. Mr. Beatty's work examined likely candidates for public/private partnerships
and assessed their potential for success, Three projects were reviewed in detailed and it has been
recommended two projects proceed for implementation on a public/private basis

) ' =  Major Water/Wastewater Treatment Provider. Mr. Beatty provided assistance to a major

o waterfwastewater treatment company in the preparation and submission of a bid for a major
public;private partnership contract. The work involved a detailed assessment of the risks of the
contract from both the public and private sector perspectives. KPMG's work formed an input into
the uitimate pricing decision.

PPP Advisory and Policy

a  Government of the Northwest Territoriecs—Public-Private Partnership Evalaation. Mr.
Beatty was a2 member of the KPMG team that conducted a comprehensive evaluation of the
Government of the Northwest Territories Public-Private Partnership Pilot Program. The work
examined both the financial and public policy effectiveness of the program, as well as a range of
implementation details.

m  Onotario SuperBuild Corporation—Infrastructure Workshop. Mr. Beatty conducted a
workshop on behalf of the Ontario SuperBuild Corporation in the field of public-private
partnerships. The workshop camvassed a range of experiences relating to public-private
partnerships from both the public sector perspective as well as the private-sector perspective.

w  Transport Canada/Provincial Transport Ministries—Public-Private Partnership “How-To

Guide”. Mr. Beatty was a key member of a KPMG/Goodman’s team that prepared a

comprehensive “How-To Guide” for public-private partnerships in transportation projects. The

- ) work was undertaken on behsalf of Transport Canada and the ten Ministries of Traosport across
: ) Canada.
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Government of Saskatchewan—Public-Private Partnership Assistance. Mr. Beatty. was.a - -
member of a KPMG team that provided assistance to:the Crown Investments Corporation of .

Saskatchewsan regarding potential public-private partnerships in the Province.

Arab Republic—FPublic-Private Joint Venfure Planning, Mr. Beatty assisted professionals
from Marshall Macklin Monaghan Limited in the development of a methodology to find a joint
venture partner for the government in the development of a major new urban industrial complex in
this Arab Republic. This brief assignment focused on alternative methods for attracting "partners"
and alternative development strategies.

Other Infrastructure Privatization

Metro Toronto Laundry Facilities. Mr.-Beatty was a member of a KPMG team that examined
the ongoing advisability of a public-private partnership between a private contractor and the
Municipality of Metropolitan Toronto in respect of the provision of laundry facilities for the Metro
Homes for the Aged.

City of Mississauga—Spectator Arena Development. Mr. Beatty provided assistance to the
City of Mississauga in its search for a private developer to build, operate and finance a major
spectator arena complex in the City of Mississauga. The work involved the conduct of a proposal
call process as well as significant detailed negotiations. The project, using private financing, was
ultimately discontinned because an appropriate risk-sharing mechanism could not be achieved.

District of Muskoka—Seniors’ Housing. Mr. Beatty had overall partnership responsibility for
KPMG’s assistance in the privatization of the operation of The Pines Long-Term Care Facility in
Bracebridge. The work involved an analysis of existing operations, the conduct of a proposal call
process and ultimately, negotiations with a preferred proponent.

The City of Surrey—Fleetwood Recreation Complex. Mr. Beatty provided assistance to the
City of Suwrey in its search for a private developer to design, build, finance and operate the
Fleetwood Sports and Recreation Complex. The work involved conduct of a proposal call process
and negotiations with a preferred proponent.

Metro Separate School Beard—St. Basil's School. Mr. Beatty led KPM(G's assistance to the
School Board in finding new ways that the Board's investment dollars could be better leveraged
into providing more and better facilities; lower overall cost to the Board; and better service and
amenities for the local community.

Oatario Ministry of Correctional Services—Correctional Facilities Public-Private
Partoership. Mr. Beatty was responsible for KPM(G’s assistance to the Ministry of Correctional
Services in attempting to implement a new comectional facility . utilizing a public-private
partnership approach.



w Canadian Department of Foreign Affairs and International Trade—Berlin Embassy. Mr.
Beatty was responsible for KPMG’s assistance to DFAIT in undertaking a public-private
partnership for the construction of a new Canadian Embassy in Berlin. The project involved a
combination of government facilities as well as commercial development. Complex inter-creditor
and inter-tenant arrangements were put in place in order to effectively secure the new Embassy
tenancy,

w World Bank—Natural Gas System Privatization. Mr. Beatty had overall parimership
responsibility for KPMG's assistance provided in joint veature with Consumers Gas Company
developing a strategy for the privatization of the natural gas distribution utility in Bursa, Turkey.
The work involved an examination of the regulatory issues, physical planning, as well as the
development of proposal call documents. '
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Managing Director, Global Infrastructure and Projects Group (GIPG), KPMG LLP

Qualifications

¢ B.Sc, Computer Science, University of Toronto

* M.B.A,, University of Western Ontario

e Member of the Institute of Certified Management Consultants of Canada

¢ Corporate Finance designation from the Canadian Institute of Chartered Accounts

Background

Will Lipson is 2 Managing Director in KPMG's Global Infrastructure and Projects Group, specializing
in assisting public agencies with planning and delivering large infrastructure projects. He has spent
his 30 years career with KPMG largely dedicated to assisting public sector clients in a variety of
matters. Will has expertise in project management, program evaluation, corporate planning and
operations, public-private partnerships, financial and economic analysis, and demand forecasting. He
is well known by government agencies across North America, and has heen qualified as an expert
witness on a number of occasions during the course of his career.

Experience and Expertise

¢ Enbridge — Expert Witness: Financial Feasibility Tests. This engagement consisted of a review
of the financial tests used by a local natural gas distributor. The tests are used to determine the
financial feasibility of expansion of the gas distribution system to new residential, commercial and
industrial customers. Mr. Lipson primarily carried out this review, and focused his attention to the
treatment of inflation, phasing assumptions, and tirne horizons. Following this engagement,
M. Lipson acted as an expert witness testifying on the utility's financial feasibility tests in a
regulatory hearing,

* Industry Canada—Financial Analysis. In this engagement, Mr. Lipson assisted Industry Canada in
its evaluation of a large number of grant applicants on a variety of projects. M. Lipson initially
assisted the Department in the financial and cost/benefit evaluation of a major project in Quebec;
he subsequently played a major role in the development of a general process to be used in major
future grant applications. Mr. Lipson subsequently assisted in ifs use of the model to assess
several other projects, covering several hundreds of millions of dollars.

» Saskatchewan Crown Management Board—Review of Financial Model. Mr. Lipson assisted the
Crown Management Board in its assessment of a major investment project. His assistance
including reviewing the financial mode! developed for the project, verifying its accuracy, assessing’
and interpreting the results of the model, recommending 2 course of action for modeling future
projects, and suggesting improved procedures and standards to be used in connection with the
model

» Toronto Economic Development Corporation (TEDCO)—Arbitration Assistance. Mr. Lipson
acted as an expert witness on behalf of TEDCO in an arbitration process pertaining to the
payments for the transfer of lands from the Toronte Harbour Commissioners toe TEDCO. The
agreement between the THC and TEDCO involved the establishment of the annual payment to be
made by TEDCO to the THC through the conduct of a study by an independent consultant.
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M. Lipson was hired by TEDCO to review the study carried out by the independent consultant
and examine whether the methodologies and approaches used were appropiiate..-

Department of Energy, Mines and Resources—Evaluation of CHIP Program. Mr. Lipson assisted
in the evaluation of the effectiveness of the Canadian Home Insulation Program.  His analysis
involved the use of advanced statistical techniques, such as logic analysis, factor analysis, and
regression in an cffort to build a path model of the consumer's decision to insulate and of how
much to spend on insulation.

Department of Public Works—Solar Energy Feasibility Model. Mr. Lipson developed a financial
model to examine the feasibility of converting conventional energy applications inito solar energy
applications. The model had to be able to handle systems classified by technology, application,
geographic region {e.g., province), starting date, type of application (residential, commercial,
industrial), and conventional energy alternatives.

Department of Energy, Mines and Resources—Program Evaluation of CCA Class 34. Mr. Lipson
worked on a study to evaluate CCA Class 34, which allowed accelerated depreciation for a range
of energy-conserving and rencwable energy-generating equipment. Mr. Lipson was responsible
for exploring the decision-making processes of companies who have utilized Class 34, and
developing financial models of each of the case study projects. He was also had for developing an
extrapolation algorithm to estimate the incrementality of the non-case study projects and a cost-
benefit analysis of the program from both a government and social perspective.

Department of Energy, Mines and Resources—FEconomic Impacts of Energy Management
Investments. This study assessed the economic impacts generated in Canada by investments
designed to reduce the demand for energy (e.g., insutation). The work involved an extensive series
of interviews with manufacturers and installers of energy management products to estimate the

size of the market and the impacts required to produce the products. The Statistics Canada input-

output model was used to estimate indirect impacts and the results were included in a user-friendty
computerized model which will be used for future policy analysis.

Department of Energy, Mines and Resources—Evaluation of COSP. In this evaluation,

Mr. Lipson was responsible for the financial analyses which were used to assess incrementality of
this major government program to fund conversions from oil furnaces to other types of farnaces.
His specific responsibilities included designing & major portion of a detailed telephone
questionnaire used for the survey of 1,200 homeowners, conducting a number of policy interviews .
within the government, developing financial models to explain homeowner decision-making,
conducting a cost-benefit analysis of the program, and interviewing a number of furnace
manufacturers and installers to develop the input data to estimate the econormic impacts of the
program,

Toronto Waterfront Revitalization Corporation—Business Plan for Waterfront Redevelopment.
M. Lipson led the efforts of a group of planners, engineers, financial and legal advisors to write a
business plan for the $12 billion redevelopment of Toronto’s waterfront. Mr. Lipson’s rale
included managing the process so that all parties worked with a consistent set of parameters and
assumptions. He was also responsible for providing solutions to address the reverme shortfall with
innovative financing or private-sector involvement. A unique challenge in this project is the
coordination with municipal, provincial and federal government, who were all involved in this
significant redevelopment project.

Ontario Northland Transportation Commission. Mr. Lipson was a lead advisor assisting this
crown agency of the Province of Ontario to develop and implement a divestiture strategy for its
major operating divisions. Separate selection processes were undertaken for the
telecommunications division (which provides services throughout a 200,000 square tnile area in
northeastern Ontario) and the rail divisions (which provide freight, passenger and excursion
services throughout a 700-mile railway network). He also assisted management with the



preparation of current business plans, drafted divestiture-documents for the telecommunications
division and rail divisions, and marketed the transaction to potential bidders across North America,

NAV CANADA—Strategic Planning Assistance. Mr. Lipson assisted NAV CANADA, operator
of Cariada’s air navigation system, in the planning and implementation of various strategic
initiatives including cost reduction, management streamlining and development of technology.
Mr. Lipson was responsible for development of an analytical framework for the initiatives,

. management of the data collection and review process, construction of the model to assess the

financial impacts, presentation of the strategic initiatives for approval, and the incorporation of the
strategic initiatives into the corporate plan. The scope of the work addressed the full set of
functions, services, and activities performed by the organization.

Province of British Columbia—-Assessment of Financial Status of Provincial Government, KPMG
conducted a major review of the operations of the Province of British Columbia after a change of
governments. As part of this review, Mr. Lipson conducted a detailed assessment of the British
Columbia Buildings Corporation (BCBC). BCBC is the sole provider of accommodation and
property management services to the Ministries of the Provincial Government. M. Lipson's
review covered every organizational, financial and marketing dimension of BCBC,
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Master of Business Administration, Tulane University, New Orleans
Bachelors in Mechanical Engineering, Engineering Council, UK
Bachelor of Science, Calcutta University, India

Anurag has over 10 years combined experience in project and corporate finance with extensive
experience in structuring projects and complex transactions in the energy and infrastructure
development sectors including experience with public-private pattnership (P3 or PPP) models. Prior to
KPMG, Anurag was a founding member of the Project Finance group at Infrastructure Ontario (IQ), a
Crown agency dedicated to delivering major (>$100MM) public infrastrocture projects. Anurag has
significant experience in the energy sector having worked at Ontario Power Generation in Toronto and
TXU Energy in Dallas in a variety of roles such as trading, structured transactions, quantitative
analysis and credit risk,

Anurag has played leading roles in procuring, developing and financing projects in the social
infrastructure and energy sectors. Specific energy sector experience includes:

Confidential Wind project—Negotiations Assistance — Recently advised a large municipality
in Western Canada negotiate for the purchase of green power from a wind-project developer
under a 20-year contract. As part of the KPMG team, provided advice on the business ferms
and conditions and completed financial and business due diligence into the proposed pricing
parameters,

Confidential Wind project - Financial Review — Advised a leading western Canadian power
producer conduct an in-depth financial review of a major wind power project for a possible
divestiture. Advisory mandate included an independent valuation of the project and providing
structuring advice on the proposed off-take agreement.

SaskPower, Regina — Currently assisting SaskPower in their competitive procurements for
peaking generation projects sized up to 100 megawatts (MW) to be in-service by December
2011 and for base load generation projects sized between 200 MW and 400 MW to be in-

- service by December 2012. Anurag is a member of the evaluation committee, provides advice

and input on the development of the Request for Proposals (RFP) document and Power
Purchase Agreement (PPA), especially on the RFP financial evaluation criteria, PP A financing -
issues and financial close izsues.

Hydroelectric Power Generation Capacity Augmentation, Niagara Tunnel Project,
Ontario Power Generation, Toronto — Evaluated this approx. $1 billion project for
commercial completeness and effective risk mitigation. Helped structure the forward starting
interest rate swaps used in the financing package. Analyzed creditworthiness of and granted
credit to OPG’s counterparties on the project

Ontario Power Authority’s call for Renewable Energy — Assessed OPG’'s response to the
Ontario Power Authority’s Request for Proposals for Renewable Energy.by conducting an
independent project evaluation and risk assessment. .

Portlands Energy Centre, Ontario Power Generation and TransCanada Corp., Toronto -
Performed analysis of the economics of the proposed peaker power plant to be built as a joint-
venture between TransCanada and Ontario Power Generation in Toronto Portland’s, Analysis
needed to account specifically for the absence of adequate gag storage and the need to schedule
gas on a day-ahead basis,
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Hourly Ontario Energy Pricing Model, Ontario Power Generation — Developed and implemented
tests to assess the logic and accuracy of Ontario Power Generation's system-wide power forward
curve model. Stress tests were designed to take into account the generation stack, dispatch economics,
import / export of power from adjacent power control areas and new build economics, including
alternative / rencwable energy economics.

» TXU Corporation, Dallas, USA — Worked in structured finance and trading at this leading
merchant energy company with $14 Billion in assets serving 2.6MM customers in the United
States, Performed analysis and financial valuation of commercial deals, capital investment
decisions, and asset sales & purchases. Structured complex financial and commeodity
transactions. Deals ranged in value from $10MM to $500MM (NPV)

Selected Transactions .

*

Texas Utilities Fuel Company — Participated in the $500 million sale of the TXU Fuel
Company gas pipeline system for a pre-tax gain of $390 million. Anurag led the valuation
exercise using complex options analysis techniques to model the full revenue potential of the
asset. Anurag advised on varions divestiture stuctures such as Master Limited Parmerships
(MLP), participated in the road shows and was on the deal team that negotiated and closed
the transaction. Sale of the TXU Fuel Company gas pipeline system for a pre-tax gain of
$390 million.

Green Mountain Energy’s Wind Power Project - Valued a proposed equity investment in
Green Mountain Energy’s Wind Power Project. Analyzed and modeled key project risks,
such as a shortfall in output and Renewable Energy Credits using a Weibull distribution to
model wind power generation, trangmission constraints, liquidated damages, etc.

Wind Power Contract Restructuring (Confidential Assignment) — Analyzed the contract
structure, economics and operational data from an existing wind power purchage agreement
that the company was secking to restructure. Analyzed alternatives such as a buy-out of the
wind project, equity stake, etc.

Comanche Peak Nuclear Plant - Structuring of a $104MM Nuclear Fuel Supply
Agreement, reducing TXU’s credit exposure and working capital requirements.

Tenaska Power Parchase Agreement — Restructured a Power Purchase Contract with
Tenaska to unlock $13MM in value. Valued and monetized the in-the-money spr_ead option

" embedded in the PPA and negotiated the split of the value with Tenaska.

Corporate Finance Support ~ Modeled working capital requirements for the proposed
Credit Suisse (CSFB) and TXU Energy Trading Joint Venture.

Transfer Pricing Strategy — Analyzed and recommended a transfer pricing strategy for
TXU’s Generation, Wholesale Marketing and Retail Sales divisions. Compefing incentives
across the three divisions, porifolio optimization issues and trading proprietary versus
hedging positions complicated the development of an optimized transfer pricing strategy.

Retail Marketing Strategy - Contributed to developing TXU’s retail marketing strategy for

the small and medfum business segment. Specifically analyzed the use of Third Party
Marketing Channels, such as brokers, in expanding retail sales.

Enterprise Wide Risk Management - Reported directly to the Chief Risk Officer to develop a
monthly enterprise-wide risk report for review by the Board of Directors. Analyzed financial
statements and quantified the impact of adverse market/operating conditions on key financial ratios as
part of the report.
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: ! Mike Ross, CM.C., Economist Ca . .
: Mr. Ross graduated from the University of Toronto with a B.Sc. in Mathematics (1968), and an M.A.
' in Economics (1971). He is a member of the Institute of Management Consultants of Ontario,
Canadian Bconomics Association, American Economics Association, and the Toronto Association of
Business Economists. He has over 27 years® experience with KPMG, and became a partner in 1982,

Mike has extensive experience in a wide variety of industries; working for both the public and private
side of the transaction. Some of his most relevant experience is highlighted below:

¢ Canada Mortgage and Housing Corporation — Residential Property Management Study. Mr. Ross
had overall responsibility for this two-phased study. The first phase developed a profile of the residential
property management industry, The second phase identified information needs and research issues in the
industry. The work was based on a combination of the analysis of detailed Statistics Canada survey data,
and a wide ranging survey conducted by the consultants.

¢ Thunder Bay Regional Hospital — Economic Impact of a New Acute Care Hospital. Mz. Ross was
responsible for this study to determine the economic impact of a proposed new acute care hospital in
Thunder Bay, and to compare these impacts to the alternative of providing restructured hospital services
through an old, existing facility, The analysis reviewed economic impacts in terms of a mumber of
economic impact criteria, including community economic development, employment generation,
economic diversification, and municipal finance. '

gj ¢ Westnor Limited — Economic Impact Analysis. For this client, Mr. Ross assessed the economic

e impacts associated with proceeding with the development of the Westnor site into a mixed-use
development of office and condominium buildings. Elements of the work include analyzing the capital
expenditure data and using the Statistics Canada Input-Output Model of the Canadian Bconomy to obtain
estimates of value-added and employment gencrated.

* Private Sector Developer — Resort Feasibility Study. Mr. Ross undertook the financial analysis and
financeability assessment components of a major study, to assess the feasibility of a proposed tourist
attraction and hotel complex, to be developed in conjunction with a ski hill near Ingonish, Nova Scotia.
KPMG worked in association with a large firm of recreational planners, and a specialized U.S.-based
attractions consultant,

* Region of Durham — Location of Headquarters. Mr. Ross was the partner responsible for this study in
which we analyzed the financial and planning merits of four alternatives for the provision of a Regional
Headquarters building for the Region of Durtham. The study involved reviewing the regional staff’s
analysis of the four alternatives and updating the information contained in the staff report. In addition,
Mr. Ross examined the future impacts on municipal taxes of the various alternatives. The final report
was presented to the regional council.

+ Canada Mortgage and Housing Corporation — Energy Efficiency in New Residential Housing. On
behalf of CMHC, Mr. Ross undertook a major study to identify impediments to the incorporation of
energy-efficiency procedures in new honsing in Canada. At the core of the study wete tasks designed to
develop an understanding of the economics of various energy-using appliances in the home, as well as an
understanding of the decision-making processes employed by both consumers and developers/builders

- with respect to the incorporation of energy-saving features in new housing, :
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National Capital Commission — Real Estate Development. Mi: Ross was tesponsible for this
engagement to provide assistance to the National Capital Commission, who are offering sites in the
Ottawa area to private sector developers. We assisted them to develop appropriate tender documents, and
also provided assistance assessing and evaluating the financial aspects of the various development
proposals received.

City of Ottawa — Bid Evaluation Assistance. Mr. Ross was responsible for this project, in which
KPMG was retained by the City of Ottawa to assist in the evaluation of proposals from real estate
developers to provide parking facilities in exchange for the right to develop on city owned land.

City of North York — City Centre Development. Mr. Ross undertook a study for the City of North
York, to determine the fiscal impact of various development schemes associated with a new City Centre
Development beside the existing City Hall. The study was developed to be used as evidence before the
Ontario Municipal Board. In addition, Mr. Ross was responsible for a number of other small
engagements to review and assess various development proposals and tenders associated with the project.

Schedule A Bank — Regional Office Location. Mr. Ross undertook a study to assess the most
appropriate location for a regional office of the retail banking operations of a major Canadian bank. Qur
approach combined internal interviewing, and the collection and analysis of external data.

Ontario Land Corporation — Housing Market Research, Mr. Ross was responsible for the study of
the market for residential housing in a medium-sized Eastern Ontario City. Work was conducted
pdemarily by a review of existing market trends, and detaﬂed interviews with planners, real estate profes-
sionals, and other developers in the area.

Private Sector Developer — Hotel Feasibility Study. Mr. Ross was responsible for a hotel fcasﬂnhty

study, for a proposed site in the northeast section of Metro Toronto.

Prince Edward Island — Indusirial Development Strategy. Mr. Ross managed a study designed to
evaluate the industrial development strategies currently in place in PEI and to develop objectives and
strategies for the next five years. The study inclrded an assessment of government programs currently in
place, with recommendations as to changes in their structare and implementation.

Urban Development Institute — Impact of Industrial Lot Levies. On behalf of this real estate
industry association, Mr. Ross prepared a report assessing the impact on municipal revenues, economic
development, and other matters, of proposed changes in the structure of developer levies for industrial
land in Ontario municipalities. The report was used by the indusiry association to support their
submissions to municipal government. The report was subsequently updated and used again in a similar
fashion,

Sydney, Nova Scotia — Industrial Park Feasibility. Mr. Ross managed a study to assess the feasibility
of developing an industrial park in Sydney. The study included an assessment of the supply and demand
of industrial land, as well as a pumber of interviews with local citizens. With the assistance of an
engineering sub-consultant, costs of alternative sites were assessed, and recommendations as to preferred
sites were developed.

Private Developer — Management Review of Renovated Facility. On behalf of a private sector client,
Mr. Ross conducted a brief management review of a major renovation project in Eastern Canada, The
review encompassed construction costs, financing, and plans for leasing the facility.
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Jorathan Erling, Engineer - hE
Managing Director, Global Infrasttucture and Projects Group,
KPMG LLP, Toronto, Canada

*  Bachelor of Engineering Science (Mechanical Option). University of Western Ontario
*  Master of Business Administeation (Finance), University of Toronto
* Member of Professional Engineers Oatario

Jonathan Erling is a Managing Director in the Global Infrastracture and Projects Group practice of
KPMG's Toronto office. He specializes in energy and utility economics, regulatory issues,
statistics, and forecasting. He also provides financial modelling, cost allocation and strategic
planning services for utility and public-sector clients.

His project experience covers the electricity, water and wastewater, and natural gas distribution
sectors. Specific areas of focus include:

* Evaluation of future financial returns and complex financial modeling,
* Business case assessments for new infrastructure development.
* Cost allocation and rate design.

«  Varions forms of transaction support, including analysis of regulatory issues and energy pricing
risks, '

Assistance in negotiating long-term agreements for infrastructure development or for power purchase,

Hydro Electric Power Generation

* Lenders to Abitibi-Bowater—Financial Assessment. KPMG is providing a variety of
financial advisory services to a group of ienders to Abitibi-Bowater during its current
restructuring process. Jonathan is taking the lead in providing advice on the potential value of
hydro-electric facilities owned by Abitibi in Ontario and Quebec. Issued addressed in our
review include the status of water lease rights, the potential for the export of power, ongoing
operating costs and requirements for reforbishment, uncertainty in future electricity market
prices, and water flow variability.

¢ Crown utility—Financial Feasibility. KPMG helped 2 Crown utility assess the feasibility of
building a new $300 million hydro-electric dam using project financing. "This merchant project
would be built to support the operation of a nuraber of mines in a remote northem location and
electricity would be sold under long-term Power Purchase Agreements (PPAs).

* Native Band—Negotiations Assistance. KPMG was retained by this client to help it negotiate
the terms and conditions of an ownership interest in a hydro-electric dam to be built by the
provincial Crown utility in the province. In addition to preparing a detailed financial model and
evaluating the appropriateness of expected financial returns, KPMG provided advice on a
number of strategic issues associated with the project. We examined past and potential future
trends in the pricing of energy commodities and drafted price-indexing provisions that would
protect our client’s interests. We also proposed an allocation of business risks for the project
and assessed risks associated with the dispatch of the facility within an integrated river system.

»  Ontario Power Generation—Financial Review. KPMG was retained by the Board of
Directors of OPG to undertake a review of the variance between the company’s actual and
planned financial performance over the 5-year period from 1999 to 2003. Mr. Erling played a
major role in this assignment, and was responsible for validating OPG’s methodology and



findings with respect to price and volume variances. Mr. Erling also led the investigation of the
impact that fael price increases and changes in provincial water flows had on achieved net
income. '

Manitoba Hydre—A-cquisition Review. In pursuit of operating cost reductions, Manitoba
Hydro purchased the gas distribution assets of privately-owned ntility in the province.
Combining electricity and natural gas activities was expected to lead to efficiency
improvements. Manitoba Hydro retained KPMG to review the results of this acquisition, and to
help assess whether forecast cost reductions kad actually been achieved, Mr. Erling played a
key role in this assignment and acted as an expert witness at the Manitoba Public Utilities Board
{(PUB). )
Lakeland Power Group—Valuation of Hydroelectric Generating Assets. On behalfof a
group of utilities in Northern Ontario, KPMG projected financial returns for a hydro-electric
plant owned by one of the gronp members. Qur financial analysis was used to determine equity
allocations for participants in an amalgamation transaction. Mr. Esling’s analysis took into
account uncertainty in future market prices for electricity, and annval variations in water flow
and, hence, plant output. This project was done prior to opening of the Ontatio electricity
market, and we thus needed to develop forecasts of seasonal and hourly variation in Ontario
electricity prices in the absence of actual market price data,

Private Utility—Quantification of Damages. KPMG helped a private, vertically-integrated
utility to quantify the economic loss associated with the implementation of a new electricity
market structure in Ontario. As a result of market restructuring, the company’s hydro-electric
generating activities are now subject to competition and to spot price volatility. For the
distribution component of the company’s business, the move from a pure Rate of Return to a
Performance-Based Regulatory regime (PBR) is causing a reduction in expected profits.
KPMG quantified economic losses to support a legal claim. Our model took into account
seascnal and annual variation in electricity flows, and the impact of this volatility on production
from the company’s fossil-fired generating facilities. Mr. Erling was the manager of this
project. '

Newfoundland and Labrador Hydro—Depreciation Study. KPMG was retained by this
utility to review its depreciation policies and to prepare a report for the provinee’s Public
Utilities Board. The utility is moving to a Rate of Return basis for tariff regulation. Mr, Eding
was the principal researcher on this project. This study involved a survey of depreciation
practices among utilities in North America, a review of the utility’s future capital expansion
plans, and analysis of the implications of different depreciation policies on the province’s
consumers,

Sector and Policy Analyses .
¢ Ontario Energy Board—Review of Asset Management Practices. On behalf of the QEB,

KPMG recently completed a major review of asset management practices in the Ontario
electricity distribution sector. This study encompassed activities for inspection, maintenance
and capital planning. The study included the development of a framework for evafuating
decision-making approaches. It was based on field visits to a number of participating LDCs, a
survey questionnaire, a review of practices in other jurisdictions, and a review of utility filings
on the issue of asset management. Jorathan Erling was the principal author of this study.

Ministry of Environment—Financial Guidelines. MOE retained KPMG to help prepare
guidelines for the preparation of Financial Plans by municipal water and wastewater utilities,
These plans will include Capital Investment Plans, which identify appropriate levels of capital
expenditure, and Funding Plans, which identify the approach used fo raising the financial
resources necessary. KPMG has played a key role in the development of these guidelines; this



has included the preparation of detailed examples to illustrate a forward-looking approach to
financial planning,

Ministry of Environment—Regulations for Full Cost Pricing. KPMG has been retained by
the Ministry of Environment in Ontasio to develop the content of regulations for full-cost
pricing in the water and wastewater sectors. Regulations will also define the content of cost
recovery reports, which will ensure that full costs are collected from utility users. Charts of
accounts aud accounting procedures are also being developed during this engagement, Mr.
Erling is the manager of this project.

SuperBuild Corporation—Privatization Strategy. On behaif of SuperBuild, an agency of the
Ontario government, KPMG analyzed the Business Models used in a variety of utility sectors.
We then assessed the extent to which these models could be used in the delivery of water and
wastewater services in Ontario. A major focus of the study was on regulatory mechanisms for
price setting. The resuits of this stdy are being used by SuperBuiild to develop a long-term
water and sewer infrastructure investment and financing strategy. Jurisdictions analyzed
include Ontario, U.K., Australia and the U.S. Mr. Brling was the Project Manager for this
engagement.

Power Generation - Qther
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SaskPower—Procurement Assistance. KPMG is currently assisting this client with the
procurement of 100 MW of gas-fired peaking and 200 to 400 MW of gas-fired base-load
generation capacity. KPMG helped in the evaluation of responses to a recent RFQ process and
has provided advice on the drafting of a Request for Proposals document to be provided to
short-listed proponents. KPMG has also been providing advice on the terms and condifions of
the proposed Power Purchase Agreement (PPA). Mr. Erling is the Engagement Director for this
project.

Wind project—Negotiations Assistance. KPMG recently helped a large municipality in
Western Canada negotiate for the purchase of green power from a wind-project developer under
a 20-year contract. Mr, Erling played a key role in this assignment, and is providing advice on
the business terms and conditions. He also helped to complete financial and business due
diligence into the proposed pricing parameters.

Landfill gas project—¥inancial Evaluation, On behalf of a large municipality, Mr. Erling
prepared a financial and business case assessment of a proposed landfill gas project. This
project was subsequently bid into the Ontario Power Authority’s Renewables IT procurement
stream, and received a contract.

Bio-gas project—Financial Evaluation. On behalf of 2 large municipality, Mr. Erling
prepared a financial and business case assessment of a proposed project to use digester gas from
a wastewater treatment plant in a cogeneration facility. This facility would generate both
electricity and hot water for process purposes. This project subsequently received a contract
with the Ontario Power Authority.

Landfill gas project—Negotiations Assistance. Mr. Erling helped an Ontaric municipality
negotiate with a local utility for the development of a landfill gas generating plant on the -
municipality’s landfill site. He helped to structure 1oyalty payments for the methane gas
produced at the landfill. These arrangements took into account municipal preferences with
respect to the sharing of electricity pricing risk, the atlocation of potential emissions credits, and
the financing required for associated municipal infrastructure. This project subsequently
1received a contract with the Ontario Power Authority.

Wind farm—Business start-up advice. KPMG provided business start-up advice to a private
company looking to develop a seties of wind farms in Ontario. Mr. Erling has helped this client



-prepare a spreadsheet-bascd financial model of the project. KPMG has also.advised this client

on alternative sources of financing, including flow-through share structures, and tax issues.

. Ontario Energy Board—Regulatory Regime for Tax Compliance. The OBB retained

KPMG to review its policies and procedures with respect to electric utilities’ recovery of
corporate income faxes. Mr. Erling helped prepare worked exarmples of alternative regulatory
treatments of tax expense. He also prepared an analysis that proved that there could be a
disconnect between book depreciation expense and the allowances for depreciation expense that
were implicit in the OEB’s PBR methodology. :

Ontario Power Generation-~Review of Cogeneration Economics. Over g two-year period,

- KPMG has completed five separate studies for Ontario Power Generation (OPG) to review the

financial feasibility of cogeneration and combined-cycle generating units at industrial plants in
the province. OPG required third-party confirmation of the economics of such projects before it
could provide rate discounts to electricity customers who would otherwise begin fo self-
generate.

A key focus of the two most recent studies was the likely impact of the province’s plan to
deregulate the electricity generation sector and to unbundle electricity rates. Three projects
involved cogeneration plants at major oil refineries. T'wo other projects were at pulp and paper
mills in Northern Ontario, Mr. Erling acted as the principal researcher on all of these projects.

Integrated Energy Development Corporation—Development of Expert Testimony, In
support of this client's intervention at Ontario Energy Board Hearings, Mr, Erling critiqued
Ontario Hydro's plans for incorporating sustainable development concerns in its planning
process. Mr. Erling reviewed the consistency of economic development programs with
proposals to integrate environmental externalities into costing methods. Mr. Erling also
analyzed subsidies for energy efficiency programs and the impact of differences between rural
and industrial rates.

Merchant Bank—Review of Eleciricity Cost Qutiook. KPMG provided due diligence
assistance to a US merchant bank looking to invest in a major supplier of chemicals. Electricity
costs represented over 50% of the vadable cost of the company’s product line. Mr. Erling
assessed the company’s procurement strategy for electricity and the outlook for electricity
prices in the jurisdictions in which operated. We assessed the likely impact from utility
restructuting in a number of the jurisdictions, which spanned both sides of the U.S.-Canada
border. Mr. Brling highlighted a number of risks at some of the plants in question, as well as
the potential for cogeneration at several of the other plants, which had ready access to a supply
of low-cost fuel.

U.S. Generation Company—A cquisition Due Diligence. KPMG provided due diligence
assistance to this US uiility considering the purchase of OPG generating assets. Mr. Brling
assessed the business implications of long-term contracts for the supply and delivery of natural
gas to the facilities concerned.

Independent Power Producer—Review of Business Planning Tools. KPMG was retained by
a major independent power producer in Ontario (o review its business planning tools and
approach to optimizing plant operations. Mr. Erling intexrviewed plant managers and reviewed
in detail the company’s conteacts for the sale of power and for natural gas purchase and
delivery. To respond to increased volatility in natural gas prices, Mr. Erling recommended the
development of formal software tools to identify optimal operating strategies and to document
and codify current business practices.

Toronto Waterfront Revitalization CorporationéwProject Planning. Mr. Erling has been
providing a wide range of advice with respect to the implementation of a major new district
energy system along the Toronto Waterfront. This project, which entails the supply of both
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heating and cocling services, will be developed using a Public-Private Partnership model, Mr.
Erling’s role has included the following: :

* Preparing a detailed financial model to assess the project’s financial retums under a variety
of scenarios, taking into account customer growth, demand levels, pricing strategies and
alternative approaches to configuring physical plant, :

» Bvaluating the business case for alternative energy supply options, including the use of
small-scale cogeneration and supply of waste heat from the Portlands Generating Plant,

» Developing a pricing structure and rcgulatorjz regime to protect the interests of building
owners in the district, . '

» Conducting a market sounding process with potential private-sector proponents, to assess
developer response to alternative deal structures.

» Participating in the development of a detailed development agreement to protect the
Jinterests of TWRC and its public stakeholders. This inclnded provisions allowing for
cogeneration, the purchase 6f thermal energy from outside suppliers, and the supply of
energy and capacity to external customers,

*e Participating in the technical evaluation of responses to a Request for Qualifications
‘process.

+ Assisting in the development of a procurement strategy for maximizing competitive tension
in the procurement process. '

Work on this project is ongoing.

District Cooling—Optimization of Operations. On behalf of this client, Mr. Erling prepared
a detailed operating model of the clients’ district cooling system. The model takes into account
the monthly and hourly load profiles of different customer types, as well as the alternative
sources of cooling within the system and their associated operating costs and capacity limits.
The model is currently being used to optimize the operating parameters of the cooling system
and to refine pricing strategies for different customer groups.

Distribution and Transmission

»

New Brunswick Power—Qverhead Capitalization and Corporate Cost Allocation. Mr.
Erling helped this client update their policies and models for the capitalization of overhead costs
and for the allocation of gencral corporate costs to 2 number of operating entities. Our work
included the development of appropriate cost drivers for the allocation of operating and _
maintenance costs between capital and operating expenses. This study also included 2 review
of the approach that the company used to charge direct labour burdens to capital projects at the
company.

Union Gas—Overhead Capitalization Policies. Mr. Brling helped this client update their
policies and models for the capitalization of overhead costs. Our work included the
development of appropriate cost drivers for the allocation of operating and maintenance costs
between capital and operating expenses. This study also included a detailed assessment of the
linkage between varions suppost functions and capital activity at the company.

Toronto Hydro—Treatment of Tax Variances. During the OEB’s recent 2006 EDR process,
KPMG prepated a report for Toronto Hydro on the treatment of tax variances in the LDC rate-
sefting process. At issue was the treatment of variances between actual and forecast taxes in a
regime where revenue and expense variances are not subject to troe-ups. fonathan then
provided expert testimony at OEB hearing on our findings and conclusions. Our Teport was
supported by a number of major players in the LDC sector, including Hydro One, Hamilton
Utilities Corporation, and PowerStream. The OEB adopted the treatment that was
recommended in our report.



Enwin Powerlines—Regulatory Asset Assistance. On behalf of this client, KPMG developed
2 detailed estimate of the costs that would have been incurred, under normal project
management conditions, to install a Customer Information System (CIS) to meet the

requitements for opening of the retail market, This counter-factual estimate was needed

because the actual circumstances of the client’s implementation process did not meet certain
tests required by the OEB for cost recovery. Jonathan served as a key member of the project
team, and provided input on regulatory issues associated with this estimate.

Enwin Utilities—Development of Cest Allocation Methodology. Mr. Eiling managed this
project to develop a cost-allocation methodology for Bnwin Utilities (EwU), which is an
affiliate of the local electricity distribution company in Windsor, EwU provides a variety of
shared services to the electricity LDC, the water commission, a telecommunications provider,
and a competitive energy affiliate. Services provided include finance, human resources,
customer service, stores management, and fleet management. Our cost allocation methodology
takes into account the underlying cost drivers in varicus departments, and calculates end-user
shares based on a detailed assessment of services provided. )

Town of Aurora—Sale of Electricity Distribution Utility, Mr. Brling provided financial
advice to Council at the Town of Aurora during its deliberations over the future of the Town’s
local distribution utility. Council evaluated a range of options, including two purchase offers, a
merger proposal, and operation on a stand-alone basis. Council ultimately decided on a sale
option. Mr. Exling also provided advice on terms of the purchase contract.
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Frank Chen, Senior Manager SRR TS R B P
Background T el e

_Frank has been with KPMG for nine years and is a Director in the Risk and Compliance practice in

Calgary. Frank also serves as the Financial Risk Management / Energy Risk Management service linte
leader for Western Canada. Frank has over 14 years of experience in developing and implementing
risk management solutions for companies engaged in energy transacting activities. ‘

Professional and Industry Experience

Frank is an energy specialist who focuses on risk management practices, energy procurement, hedging
strategies, valuation methodologies, risk governance, analytics, and trading infrastructore.

Representative Experience

* Performed a risk assessment of the power business unit of a federal agency in the Northwest. This
risk assessment involved a gap analysis of governance, power procurernent and credit roles and
responsibilities, policies and practices, and back office procedures against leading industry
practices. The review included an understanding of hydrologic generation, load/tesource balancing,
operational planning, and “SLICE” products. '

* Performed a risk review of the wholesale energy business activities for three Washington public
utility districts and their power management agent. This risk review applied a modified risk control
framework to correspond with each utility inherent obligation to serve load, The review included an
assessment of the power management agent’s supply and demand forecasting practices as well as
governance, roles and responsibilities, valuation and market risk measurement, credit, and
operational conirols,

* Performed a risk assessment of the trading and marketing unit of a southwest investor-owned
utility. The risk assessment focused on middle and back office functions and resulted in
recommendations addressing model backtesting, valuation adjustments and reserve methodologies,
and independent reconciliation practices

Technical Skills
Software:

» Allegro, TriplePoint, Excelerg_y, Opealink

Publications and Speaking Engagements
» “Enterprise Risk Management”, IECA Conference, Orlando, October 2009

* “Applying Enterprise Risk Analysis to Corporate Ratings,” TIA Roundtable, Los Angeles, October
2008

¢ “Sarbanes-Oxley, On the Road to Compliance and Beyond,” EPRI Conference (San Diego),
February 2004 '

* “Weather Derivatives — Know Your Options,” Energy Houston, February 2000
“Energy Risk Management Fundamentals,” Florida Progress Executive Education, September 1998
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TERMS AND CONDITIONS FOR ADVISORY AND TAX SERVICES

1. TERMS AND CONDITIONS. -

& The Terms and Conditions ara an intagral part of the accompanylng
Proposal or Engagement Letter from KPMG that identifias the engagement
o which they relate, .

b. In the evént of conflict between the Proposal or Engagement Letter
and the Terms and Conditions, the Terms and Conditions shall prevail
unless specific reforence to a provislon Is made In the Proposal or
Engagement Letter. Other capitalized words in the Terms and Conditions
shall have the meanings given to them in the Proposal or Engagerment
Letter. .

2. SERVICES,

KPMG will use reasonable offoris 1o complete the performance of the
services within any agreed-upon time-frame. It is understood and agread
that KPMG's services may include advice and racommendations; but alt
declsions in connection with the implementation of such advice and
recommendations shall be the responsibility of, and made by, Gllent.
KPMG will not perform management Funcions or make management
decisions for Client. Nothing In the Terms and Conditions shali be
construed as precluding or limiting in any way the right of KPMG to provide
services of any kind or nature whatsoever to any person or entity as KPMG
Inits sole discrelion deems appropriate.

3. CUENT RESPONSIBILITIES.

a. Client agrees to cooperate with KPMG in the performance of the
services under the Engagement Latter and shall provide or arrange to
provide KPMG with #mely access to and use of the personnel, facilites,
equipment, data and information to the extent necessary for KPMG to
perform_the services under the Engagemem letter. Glient shall be
responsible for the perfarmance of ils employees and agents and for the
accuracy and completoness of all data and information provided to KPMG
for purposes of the performance by KPMG of its services heraunder. The
Proposat or Engageiment Letter may set forth additional responsibiliies of
Clisnt in connection with tha engagement. Client acknowledges that
Client's failure to perform these obligations coutd adversely impact
KPMG's ability to perform its services.

b. Client agrees that Client, and not KPM@, shall perform tha following
functions: () make all management decisfons and perform all management
functions; () desigrate an individual who possesses suitable skill,
knowledge and experience, preferably withln senfor managemant, fo
oversee the performance of the sarvices under the Engagement Letter,
and to evaluate the adequacy and results of such sarvices; (fii} accept
responsibillty for the results of such services; and () establish and
maintain internal controls over the processes with which such services are
concernad, including, without limitation, manitering ongoing activities.

¢. Cllent acknowledges and agrees that KPMG will, In performing the
sarvices, base its conclusions on the facts and assumptlons that Cllent
furnishes and that KPMG may use data, material, and other information

furnished by or at the reques! or direction of Client without any

independent Investigation or verification and that KPMG shall bo entitled to
rely upon the accuracy and complateness of such data, material and other
information. Imaccurecy or incompleteness of such data, material and other
infarmation furnished to KPMG could have a materfal effect on KPMG's
conhclusions,

d. Client acknowledges that information made available by it, or by the
others on Client's behalf, or otherwise known to partners or staff of KPMG
who are not angaged In the provisions of the services shall not be desmed
1o have been made avallable to the individuals within KPMG who are
engaged in the provisicn of the services hereundar. Gllant undertakes that,
if anything occurs after Information is provided by Client to KPMG to render
such information untrue, unfair or misleading, Client shall promptly notify
KPMG.

4. REPORTING.

& During the parformance of the services, KPMG may supply oral, draft
or interfm advice, repords or presentations but in such circumslances
KPMG's written advice or final written report shall take precedence. No
reliance should be placed by Client on any oral, draft or Interim advica,
repofts or presentations. Where Client wishes 1o rely on aral advice or oral
presentation, Client shall inform KPMG and KPMG will provide
documentary confirmation of the advica concerned.

b, Subsequent to the completion of the engagement, KPMG will not
update fts advice, recommendations or waork product for changes or
modification to the law and regulations, or to the judictal and administrative
interpretations thereof, or for subsequent evenls or transactions, unless

Cllent separately engages KPMG to do so In wriling after such changes
or modifications, interpretations, events or fransactons.

5. WORKING PAPERS AND USE OF REPORTS.

KPMG retains all rights In all methodologies, know-how, knowledge,
applications and software developed by KPMG@ sither priot to or during
the engagement. KPMG also retains all fights {including copyright) in all
reparts, written advice and other working papers and materlals
developed by KPMG during the engagement. Unlass contemplated by
the Engagement Letter, all reports and writlen advice are intended solely
for Client's internal use and, whare applicable, government taxation
authoriies, and may not be edited, distibuted, published, made
avallable or relied upon by any other person without KFMG’s express
written permission. If such psrmisslon Is given, Client shall not pubiish
any exiract or excerpt of KPM@'s written advice or report or refer to
KPMG witheout providing the entire advice or feport at the same time.
Subject to the restrictions of Seclion 8, KPMG Is entiled to Use or
develop the knowledge, experience and skills of general application
gained through performing the engagemant.

6. CONFIDENTIALITY.

a. Except as described in section 5 above, Client will treat in
confidence any KPMG methodologies, Know-how, knowledge,
application or software identifled by KPMG as confidential information of
KPMG, and will not use or disclose such confidential information of
KPMG to others. .

b,  KPMG will treat as confidential all proprietary information obtatned
fram Client in the course of the engagement and, except as described In
this section, KPMG will only use such infarmatien in connection with the
performance of its sarvices.

. The above restriclions shall not apply to any confidential tnformation
that: (i) Is required by taw or professional standards applicable to KPMG
to be disclosed; (if} that s in or hereafter enlers tha public domain; (i}
that is or hereafter becomes known to Client or KPMG, as the case may
ba, without breach of any confidentiafity obligation; or {iv) that is
indepandently developed by Client or KPMG, as the case may be.

d. KPMG shall be entitied fo includs a description of the services
rendered in the course of the angagement in marketing and resaarch
materials and disclose such informaiion fo third parties, provided that all
such Information wil be rendered anonymous and not sbbject to
association with Client,

2.  KPMG shall be entitiad to share all Client confidential information
with all other member firms of KPMG International performing services
hersunder. KPMG may also use confidential information to offer sorvices
that may be of interest to Clisnt. KPMG may retain and may discloss to
other member firms of KPMG International, subject to terms of this
seclion, copies of Clienfs confidential information required for
compliance with applicable professional standards or intarnal policles or
quality reviews.

1. Professional standards require KPMG persennel performing any
audlt or assrance services for clients to discuss or have available to
them all information and matetials that may affect the audit or assurance
engagement. Client authorizes, If Client is or becomes an assurance
Client, KPMG personnel performing services under the engagement to
make available to the KPMG assurance engagement feam and olher
KPMG personnel, the findings, observations and recommendations from
the angagement and agress that KPMG may use all such findings,
observations and recommendations In KPMG's assurance angagement.

7. PERSONAL INFGRMATION,

KPMG may bie required to coflect, use and disclose parsonal information
about individuals during the course of this engagement. KPMG will-only
collect, use or disclose such personal information In acvordance with the
KPMG Privacy Policy, a copy of which will be provided on request.

B.  INFORMATION PROCESSING OUTSIDE OF CANADA.

In some circumstances, personal andfor confidential information
collected by KPMG during the course of this engagement may be
processed and stored oulside of Canada by KPMG or a third party
processor, and such personal andfor conlidential information may he
subject to disclosure In accordance with the faws applicable in the
jurisdiction n which the Information is processed or stored. These laws
may not provide the same level of protection for such information as will
Canadian faws.
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9. CONSENTS AND NOTICES. ' -

Cllent represents and warrants that: {[) it will obtaln all consents required
by law to permit KPMG to caflest, use and disclose all personal information
that may reasonably be required in the course of the engagement, and {li)
It has provided nolice of KPMG's polential processing of information
autside of Canada {as described in paragraph 8 above) 1o alf individuals
whose personal information is disclosad to KPMG.

10. TAXES/BILLING/EXPENSES/FEES.

a. Al fees and other charges do not include any applicable federal,
provinclal, or ather goods and services or sales taxes, or any other taxes
or duties wheifier presently in force or imposed In the future. Any such
taxes or duties shall be assumed and paid by Client without deduction fram
the fees and charges hareunder,

b. Bills, Including, without limitation, a charge on account of all
reasonhable expenses, Including travel, meals, accommodations, long
distance, telscommunications, photocopying, defivery, postage, clerical
assistance and database research will be rendered on a regular basis as
the engagement progresses. Accounts are due when rendered. Intarest on
overdug accounts Is: calculated at the rate noted on the invoice
commencing 30 days foliowing the dats of the invoice.

¢ Without Iimifing its rights or remedies, KPMG shail have the right to
halt or tarminate enfirely its services untfl payment Is received on past due
involces.

d. Inthe svent that ths engagement Is terminated and Client proceeds
io complate the transaction or financing within 18 months from the
terntination date, then the full amount of any Completion Fee shalf be
payable on closing of the transaction or the complefion of financing,
regardless of whather KPMG provided further service.

11. LIMITATION ON WARRANTIES,

THIS IS A SERVICES ENGAGEMENT. KPMG WARRANTS THAT IT
WILL PERFORM SERVICES HEREUNDER IN GOOD FAITH WITH
QUALIFIED PERSONNEL IN A COMPETENT AND WORKMANLIKE
MANNER N ACCORDANCE WITH APPLCABLE INDUSTRY
STANDARDS. KPMG DISCLAIMS ALL OTHER WARRANTIES,
REPRESENTATIONS OF CONDITIONS, EITHER EXPRESS OR
IMPLIED, INCLUDING, WITHOUT LIMITATION, WARRANTIES,
REPRESENTATIONS OR CONDITIONS OF MERCHANTABILITY OR
FITNESS FOR A PARTICULAR PURPOSE.

12, LIMITATION ON LIABILITY.

2 Client agrees that KFMG shall not be liable to Client for any acticns,
damages, claims, liabllities, costs, expenses, or losses in any way arising
out of or relating to the services performed hereunder. '
b. In the event of a claim by any third party against KPMG that arlses
out of or relates to the services pariormed Rereunder, Clisnt will indemnify
KPMG from all such claims, liablfities, damages, costs and expenses,
including, without limitation, reaschable legal faes,

¢ In no avent shall KPM@G be Tiable for consaquential, special, indirect,
Incidental, punitive or exemplary damages, costs, expenses, or losses
{including, without limitation, lost profits and opportunity cosks). In any
action, claim, loss or damages arlsing out of the engagement, Client
agreas that KPMG's liability will ba several and not joint and several. Cllent
may only claim payment from KPMG of KPMG's propartionate share of the
total Hability based on dagree of fault.

d. For purposes of this section, the term KPMG shall include its
associated and affiiated enlities and thoir respective pariners, directors,
officers and employees. The provisions of this section shall apply
regardless of the form of action, damage, claim, llabillty, cost, expense, or
logs, whether in contract, sfatute, tort (including, without fimitation,
negligence) or atherwise.

13. LEGAL PROCEEDINGS.

& Client agrees to notify KPMG promplly of any request received by
Citent from any court or applicable regulatory authority with respect to the
services heraunder, KPMG's advice or reporf or any related document.

b. If KPMG is required by law, pursuant to government regulation,
subpoena or other legal pracess or requested by Cllent to produce
documents of personnal as witnesses arising out of the engagerment and
KPMG s not a party to such praceedings, Glient shail relmburse KPMQ at
standard billing rates for professional time and expenses, including,
without limitation, reasonable legal fées, incurred in resporkling to such
requasts.

¢, When requested or required by law, subpoena or other legal
process of otharwise, that KPMG provide information and docurmments
relating to Client's affairs, KPMG will use all reasonabls efforts to refuse
to provide Information and documents over which Cllent asserts fegal
privilege or which has been acquired or produced in the context of the
sngagement of legal counsef by or-on befialf of Client, except wheare
providing such copies, gccess or Information is required by taw, by a
provinclal Institute/Crdre pursuant to iis statutory authority, or a public
oversight board In raspect of reporting issuers (both in Canada and
abroad) pursuant to its contractual or statutory authority. Where GClisnt
provides any documant to KPMG in respect of which Client wishas to
assert legal privilege, Client shell clearly mark such document
“privileged” and shall otherwise clearly advise KPMG that Cllent wishes
to maintain legal privilage in respect thereof.

14, LIMITATION PERIOD.

No action, regardless of form, arlsing under or rolating to the

- engagement, may ke brought by either party more than one year after

the cause of action has acerued or In any avant not more than five years
after complelion of the engagement In the case of an advisory services
engagement and nol more than eight years after completion of the
engagetment in the case of a tax services engagement, except that an
action for non-payment may be brought by a party not later than one
yoar following the date of the last payment due to such party hereunder,
For purposes of this section, the term KPMG shalf include its assaciated
and sffiliated entities and their respeciive partners, directors, officars and
employees.

18. TERMINATION.

Unless terminated sooner in accordance with Its terms, the engagement
shall terminate on the completion of KPMG's services hereunder, which
completion shall be evidenced by the delivery by KPMG to Glient of the
final invoice in tespect of the services performed hereunder. Should
Client not fulfill its obligations set out hersin or in the Engagement Letfter
and in the absence of recilitcation by Client within 10 days, KPMG may,
upon wtiten nofice, terminate its performance and will not be
responsible for any loss, cost or expense resulting. The engagement
may be terminated by either party at any time by giving written notice to
the other party not less than 30 calendar days bafore the effective date
of termination. Upon early termination of the engagement, Client shall be
rasponsible for the payment to KPMG for KPM&'s ime and expensas
incurred up to the termination date, as well as reasonable ime and
expenses 1o bring the engagement to a close in a prompt and orderly
manner.

16. E-MAIL COMMUNICATION.

Client recognizes and accepts the risks assoclated with communicating
by internst e-mail, including (but without imitation) the fack of security,
unreliabliity of delivery and possible loss of confidentiality and privilege,
Unlass Client requests in writing that KPMG does not communicate by
Internat e-mail, Cllent assumes all responsibifity or fabllity In respect of
risk associated with its use.

17. POTENTIAL CONFLICTS OF INTEREST.

Except as otherwiss sst out herein, Client should be aware that it Is not
uncommon for KPMG to be auditors andfor advisors of mare than one of
the parfies involved In a transaction. In such situations, KPMG takes
appropriate measires o ensure that sirict confidentlality is maintainad in
all respects, ¥ these circumstances are identified, KPMG will advise
Client of that fact, subject lo confidentiglity requirements, and will
consider with Client what further measures, if any, are appropriate. Client
further acknowledges that at-some point KPMG may act contrary to
Client's Interest on unrelated matters.

18. FORCE MAJEURE.

Neither Client nor KPMG shall be fiable for any delays resulting from
circumstances or causes beyond ifs reasonable confrof, including,
without Hmitation, fire or other casualty, act of God, sttike or labour
disputs, war or other violance, or any law, order or requirement of any
governmental agency or authority.

19. INDEPENDENT CONTRACTOR.

It fs understood and agreed that each of the parfies hereto is an
independent contractor and that neither party is, nor shall be considered

to ba, an agent, distributor ar representative of the other, Neither party
shall act or represent itself, directly or by implication, as an agent of the
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other or in any manner assume or croate any obligation on hehalf of, or In
the namsa of, the other,

20, SURVIVAL.

Sections 1 to 17 and 20, 21, 25, 28 and 30 hereof shall survive the
expiration of termination of the engagement,

21. SUCCESSORS AND ASSIGNS,

The Terms and Conditions and the accompanying Proposal or
Engagement Letter shall be binding upon the parlies hereto and their
respoclive associated and affiliated entities and thelr respeclive partners,
directors, officets and employees and successors and permitted assigns.
Excapt as provided below, neither party may assign, fransfer of delegate
any of the rights or cbligations hereunder without the prior written consent
of the other party. KPMG may assign its rights and obligations hersunder
o any affiliate or successer in interest to all or substantially all of the
assels or business of the relavant KPMG practice, without the consent of
Client. In addition, KPMG may engage independent confractors and
member firms of KPMG Internatianal to assist KPMG In petforming the
services hereunder,

22. SEVERABILITY.

The provisions of the Terms and Condiions and the gccompanying
Propasal or Engagement Letter shall only apply to the extent that they are
not prohibited by a mandatory provision of applicable law. if any of these
provisions shall be held to be invalid, vold or unenforceable, then the
temalnder of the Terms and Conditions and the attached Proposal or
Engagement Letter, as the case may be, shall not be affected, impaired or
invalidated, and each such provision shalt ba valid and enforceable to the
fullest axtent permitted by law,

23. ENTIRE AGREEMENT.

The Terms and Conditions and the accompanying Propesal or
Engagement Letter including, without jimitation, Exhibits, consifltute the
erire agreement between KPMG and Clieat with respect to the
engagement and supersede all other oral and wrltten representation,
undarstandings or agreements relating to the engagement.

24. GOVERNING LAW,

The Temms and Conditions and the accompanying Proposal or
Engagement Letter shall be subject to and governed by the laws of the
province in which KPMG's principal office performing the angagement s
located (without regard to such province's rules on conflicts of faw) and all
disputes arising hereundst or related therato shall be subjact to the
exclusive jurisdiction of the courts of stch provinca.

25, PUBLICITY,
Upon the closing of a transaction, KPMG will have the right (but shall not

- be obliged;}, at its expenss, 10 Publiciza its assoctation with the transaction

by way of public announcement i “lombstane” or similar format, subject to
prior revisw of the wording for any such announcement with Client.

26. KPMG INTERNATIONAL MEMBER FIRMS, )

In the case of mulii-fm angagements, all member firms of KPMG
International performing services hereunder shall be entitied to the benefits
of the Terms and Gonditions. Client agrees that any claims that may arise
out of the engagement will be brought solely against KPMG, the
?ontracting party and nct against any other KPMG International member
Trms.

27. SARBANES-OXLEV ACT.

Except as sat forth In the Engagement Letter, Client acknowledges that
complation of the engagement or acceptance of KPMG's reports, advice,
recommendations and other deliverables resulting from the aengagement

-will not constitute a basis for Cllent's assessment of Internal contral ovar

financlal reporting or Client's evatuation of disclosure eontrols and
pracedures, or its compliance with its principal officer cerfification
fequirements under Saction 302 of the Sarbanes-Oxley Act of 2002 {the
"Act"). The engagement shall not be construed to support Client's
rasponsibilities under Section 404 of the Act requiring each annual report
filed under Section 13(a) or 15{d) of the Securities Exchange Act of 1934
to contain an internal cantrof report from management.

28. NATIONAL INSTRUMENT 52-169.

Except as set forth in the Engagement Letter, Client acknowledges that
complelion of the engagement or acceplance of KPMG's reports, advice,

recommendations and other deflverables resulting from the engagemeant
will not constitute a bagsis for Clients evaluation of disclosure controls
and procedures, or ity compliance with its CEQ/CFO cerfification
requirements  under National  Insitument  52-108, Cetlification of
Disclosure in Issuers® Annual and Interim’ Fifings, including those related
to the design of internal cetitrol aver financial reporting.

29. SPECIFIC ACCOUNTING ADVICE,

Except as set forth in the Engagement Lelter, the engagement doas not
contemplats the provision of specific accounting advice or opinions or
the issuance of a written report on the application of accounting
standards to specific transactions and facts and clrcumstances of Client.
Such services, if requested, would be pravided pursuant to & sepatate
engagement.

30. TAX SERVICES.

a  If tax wotk Is specifically requested by Client, KPMG will perform
the procadures in accordance with this section. KFMG will base Jiz
findings exclusively on the facts and assumptions provided to KPMG by
Client and Client's personnel and advisors. KPMG will consider the
applicable provisions of the relevant taxing statutes, the regulations
thereunder, applicable fax freaties angd Judiclal and administrative
interpretations thereof. KPMG will also take into account all specific
proposals to amend such statufes, regulations and treaties publiciy
announced prior 1o the dale of KPMG's reports, based on- the
assumption that these amendments will be enacled substantially as
proposed. Thaze authorities are subject to change, retroactively and/or
prospeclively, and any such changes could affect tha validity of KPMG's
findings and may resull in incremental taxes, interest or penatiss.
KPMG's findings will not otherwlse take Into account or anticipate any
changes in law or practice, by way of Judicial, governmental or legisfative!
action or Interpretation. Unless Client specifically requests otherwise,
KPMG will not update tax work to take any such changes into account.

b. KPMG wil use professiona judgment in providing advice, and will,
tnless Client Instructs otherwise, take the position most favourable to
Client whensver reasonable. Al returns are subject to examination by
fax authorities, and KPMG's advice may be audited and challenged by a
tax authorily. Chent understands that KPMG's corglusions are not
binding on tax authorities or the courts and should natbe construed as a
fepresentation, warranty or guarantes that the tax authorities or courts
wiil agree with KPMG's conclusion.

¢.  Chent should consult with and/or engage legal counsal for the
purpose of advising on legal aspects of matters on which KPMG@
provides its tax advice and drafling any legal documents and/or
agreements that may be required. To the extent lagal counsel or other
professional service providers are tequired, Client is exclusively
responsible for engaging and paying such service providers.

d. Client Is also responsible for ensuring that KPMG's advice is
imptamanted striclly in accordance with KPMG's racommandations.
KPMG is not responsible for any penalties or intetest assessed against
Client as a resit of a faliure by Client to provide KPMG wiih accurate
and complete information.

e.  Unless expressly provided for, KPMG's servicas do not include
representing Client in the event of 8 chalfenge by the CRA or other tax or
revenus aulhorities.

. LLP,

KPMG LLF is a registered limited liablity partnership ("LLP") established
under the faws of the Province of Ontarlo and, where applicable, has
been registerad extra-provincially under provinclal LLP legistation.
KPMG is a partnership, but its partners have a degree of limited fiabdity,
A partner is not personally lisble for any debts, obligations or Habilities of
the LLP that atise from & hegllgent act or omission by another partner or
any person under that other partner's dirast Supervision or control, The
leglstation relating to limited liability parinerships does not, however,
teduce or fimit the liabllity of the firm. The firm's insurance excesds the
mandatory professtonal indemnity insurance requirements established
by the varfous Institutes/Ordrs of Chartered Accountants. Subject to the
other provisions hereo, all partners of the LLP remaln personally fiable
for ?r:air own actions andfor actions of those they direstly supervise or
canbol.
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Winnipeg, MB R3B OX3 R I

CONFIDENTIAL
Manitoba Hydro-Blectric
- The Manitoba Hydro-Blectric Board
- Attention: Mr. William C. Fraser F.C AL
360 Portage Avenue
‘Winnipeg, MIN R3C 0G8

Decem.ber'lS,:ZDO9
Gentlemen:

EPMG LI_P (“KPMG”) is pleased to subait this proposal (the “Engagement”™) to The Mamtoba

Hydro-Electric Board (“Manitoba Hydro™) to act as Manitoba Hydro’s agent {0 review and validate

the'services provided by one of Manitoba Hydro's extemnal consultants (the “Consultant”™) with respect -

to decisions made at Manitoba Hydro. This Engagement supersedes and replaces in'its entirety the

- earlier proposal and agreement dated November 20, 2009 from KPMG to Manitoba Hydm whmh was’
:} o ‘_s1gncd by Mamtoba Hydro on November 26, 2009. - . . _

Thls letter descnbes the ob_]ectwe of our Engageme.nt, the natre of the services that we will prowde
and qur professional anxangements. ‘'he parties agree that the provisions of this Engagement can,
~ shall, and do apply nunc pro func to all acuwty carvied out by, KPMG pur:suant to the earlier pmposal
.and agreement datcd November 20, 2009

" KPMG and Manitoba Hydro are cnbcnng into this supcrscdmg Engagement after consultations that
have inclnded, among other things, consideration of the letter addressed to KPMG dated December 8,
2009, that asked KPMG to *cease and desist” from activity concerning what it descibedasa . -

“whistleblower complaint.” The cease and desist lefter was not signed, but referred o ceriain
confideniiality provisions in a Master Services Agreemeit beiwesn the Consuliant and Manitoba
Hydro. Manitoba Hydro and KPMG understood the cease and desist letter to be from the Consultant
whose services Manitoba Hydro is engagmg KPMG to rewew and validate unde-,r tlns Engagement

| et - Ynder-this? Bngagement—IEPMG mlLact—as—Mamtﬂba—Hydm s—agcnt—to review-and-validate-ther—- - —mmimn ~o e

Services provided by the Consuitant retained by Manitoba Hydro under the Master Services
Agreement (the “MSA™) which states that it is effective as at thé 1st day of January, 2006, and which ~

~ concermns what it refers to as “consultation related to intepration of quantitative risk management
activities in the Power Supply Business Unit of Hydro.” XPMG's services in this Enpagement will be
provided in connection with Section 5.7 of the MSA, which provides in relevant part that “Hydro shall
review, read, approve and validate all Services provided by 'the Consultant.” ("Services™ is a defined
term in the MSA.) Manitoba Hydro has determined that because of the statemerits and assertions
wade by the Consultant and their complexdties, it is necessary and appropriate for KPMG as agent to
perform a review and validation as provided in the MSA. For certainty, KPMG’s appointment as
agent hereunder does not confer the authority of KPMG to legally bind Mamtoba Hydro or permﬂ
KPMG to make. reprcsentaﬂons on beha]f of Manitoba I-Iydm

\_./':
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Itis achowlcdged by both paities that these terms may cﬁangc as the engagement progresses. Any -
substantive changes in the terms of the Engagement will be wautually agreed to in writing by both
parties. o S K . .

‘We confirm we are not aware of any conflicls associated with KPMG accepiing this Engagement. Our |
US firm has provided ceriain services to ICE Consulting nnrelated to this engapement. As a result and
in accordance with cur firm policies the KPMG engagement team assisting Manitoba Hydro will -
exclude any individual that has previously provided professional services to ICR. C '

Manitoba Hydro acknowledges that during the course of this Engagemerit, KPMG may be required to -
engage third party consultants and or employees and/or partners of KPMG LLP (U1.8.) to assist in o
completing éertain aspects of this Engagement. - If KPMG determines that such assistance is required

to complete this Engagement, KPMG shall be permitied 1o retain such third parties upon receipt of
consent of Manitoba Hydro, such consent shall not be unreasonably withheld or delayed, provided,

that such consent may require that such parties agree to be bound by the confidentiality provisions
coniained herein and/or be otherwise bound in confidence to KPMG to keep all information disclosed
hereunder confidential on terms no less stringent to those conteined herein. -

Background

Manitoba Hydro has received reports from the Consultant. The reporis refate to mishandling by
management in areas such as drought risk management, long-term contracts, hydrologic modeling,
specHic power trading issues, and govemnance structures for power trading. KPMG has also received a
“cease and desist” letter from the Consultant expressing concems about confidentiality of the

Consultant’s work.

. Confidentiality

All information received by KPMG in connection with this Engagement, including but not limited to

. infotmation of any kind provided to Magitoba Hydro by the Consultant, has been, and will continue to
be, held in strict confidence in accordance with Section 6 of the terms and conditions attached hereto.
and will not be disclosed to anyone except Manitoba Hydro’s directors, officers, employees and
agents, including without limitation its atiorneys, who need to know such information or except as
otherwise permitted by Section 6 of the terms and conditions attached hereto.

A — e v i imms et de—— hmitem mh eemaue

KPMG will not disclose the information it receives in connection with this Bngagement to anyone -

" employed by KPMG outside of the team deseribed below, their administrative support personnel
employed by KPMG and KPMG’s intetnal legal counsel. KPMG will not disclose the information it
receives in connection with this Engagement to any of KPMG’s affiliates or to any member firms of
KPMG International, except in accordance with this Engagement Letter.

KPMG will not use the information it receives in copnection with this Engagement for any purpose |
. other than the review and validation referred to in Section 5.7 of the MSA. In particular, and without -
limitation, KPMG will not use the information it receives concerning the Consultant or provided to
Manitoba Hydro by the Consultant for any purpose in competition with the Consultant and agrees, for
a period of one year following the completing of this Engagement, not to solicit or bid on any proposal
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on which Consulfant is invited to bid in which it would have an unfair cdmpetitive advanfage over
Consultant as a resnlt of any confidential information recelved from Hydro belonging to Consultant

Reporting :

We will rcpozt to and provide regnlar bneﬁng to Mamto‘ba Hydro s senior managemcnt the Manitoba -

Hydro Bnard, and any appropnate comumittes of the Board.

. Scope of Work

For this review, you have asked us to undertake the following activities:

m  Review the aﬁserﬁons that have been made by the Consultant and the repoﬁs and Services
" provided by the Consultant. ‘

'l Idenufy the positions of Mamtoba I-Iydro staff on each of the assemons and the Serv:(ces prow.ded

‘by the Cons.u]tant

= Perform a review and vahdatmn study of the menfs of the. Consultant’s assemons and Senuces

a  Preparca report summauzmg our fmdmgs, on or before Dccember 31, 2009

If assertions require further cxpert study and analysxs we W:H work with the President & CEOQ and
others as necessaty to'ammange for the addifional work product and associated fanding. ’

Appraach

‘We propose to uudcrtake th:s engagement ﬂlrough a two-phased appmach Our proposcd phases are

as follows:

1. . Phase One: Dmgnosttc Rewew oind ScOpmg

We. env1sage Phase One as 2 diagnostic phase in which we undertake an initial review of the
consultant’s assertions, services, and surrounding circumstances. “The objective of this work will be to
quickly get up to speed on the rejevant issves and to identify the key questions that will need to be

-addressed by-the Review In-the-eveat that there-are-a-large number-of-assertions;y there-may need to-——- - -

be some prioritization of theose subject to further investigation and analysis, We will provide a
detallcd work plan, with staffing plans timelines, and associated professxonal fees.

Based on our pieliminary analysis and discussions with you, we expect that there may be .
approximately 10 to 20 issues that will need t0 be addressed by KPMG during Phase ‘Two in order to
assess the Consultant’s assertions.

2.  Phase Two: Detailed Anabsis and Reporting

Duriug Phase Two, we will catry out the detaﬂcd work'plan that is developed during Phase One This
work plan will include the preparation of a formal report The details of the Phasc Two work plan are

_ yettobe deﬁnecl in detail. -
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‘The Nature of Anticipated Use of Corporate Resources

The natuze of anticipated uses of corporate resources will vary by phase. In general, we apficipate -
requiring access to senior management such as SVP, Power Supply and the SVP*s direct reports, in
particular the PS&O leadership; CFO and finance leadership; President and CEO’s office, etc. We
anficipate requiring access to background reports referenced in any assertions made by the Consultant

and any reports/materials produced by Manitoba Hydro or its advisors fo in response to the assertions o

made by the Consultant.

We also anticipate requiring access to power trading palicies/power trading réports / power production

reporis / minutes / power point / MS word / Excel records of key decision making committees related .
to power exports, production forecasting or similar bodies.

To the extent necessary to gain an undersianding of the model logic, we may requ:ra access to the
programming logic / code modules of key planning tools such as HERMES / SPLASH and access to
the expert operators of such tools. We also anticipate requiring access {o the input data and

. methodologies used in the analysis generated by HERMES and SPLASH. As the engagement

progresses, we may identify othcr resources that we may need access to.

Morzeover, in general our requests for access (o staff and/or datafreportslmethodologmsfpohmes will be
driven by a positive requirement {6 either adequately understand the assertions made by the
Consnltant, any Manitoba Hydro-position’s on these assertions and/or to understand and analyze
Manitoba Hydro’s key decisions and decxsmn makmg process as it refates to its power production
planning and sales process.

The Engagement Team

We have assigned to this engagement a very senior team with experience in the followinig areas:

# . Management reviews and the assessment of decision-making processes, pameularly in the
development and managcment of long-term contracival arrangements.

w  Analysis of complex issues.

w  Lnergy issues and ul:!hty rcgulahon

- In. the section balow we surmarize. the backgrounds of the specific. mdn_uduals identified for t[us .

engagement.

m Bob Owen. Bob Owen is well known to management at Manitoba Hydro, havmg served for
many years as your principal KPMG relationship pariner. Bob Owen was also a key member of
KPMG’s team in our review of the Centra Gas acquisition. Bob i is based in Wianipeg and
pnnclpal role will be to gerve as the client service partner rt:spousnble. for the overall quahty of our
services and timely delivery of our project reports.

w Stephen Beatty. Stephen Beaity is a Partoer, and is the head of KPMG’s Global Infrastrucure

Practice in the Americas. Stephen provided advice to Manitoba Hydro with respect: to its
agreement with the Nisichawayasihk Cree Nation for the development of the Wuskwatim Project.
-Steve has advised publlc sector clients extenswely on issue related to PPP policy deveiopment
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..of sepior professionals identified above will be supported by other resources 4s appropriate,

Page 5

project financing, project scoping, and process desiga. Stephen' as are the remaining members of )
the team, is based out of KPMG’s Toronto office. Stephen will be respons:ble forthe -
management and direction of this project.

= Will Lipson. Will Lipson is a Managing Director who specia]izes in hclping public agencies plan
and deliver large infrastrocture projects. ‘Wil has expertise in project management, program
evaluation, corpordte planning and opcrahons, public-private partnerships, financial and economic
" analysis, and demand forecasting. He is well known by government agencies across North |
America, and has been qualified as an expert witness on a number of occasions during the course
of his career.

and corpomte finance with extensive expesience in slmcmrmg projects and complex transactions.

in the energy and infrastructure sectors. Prior to joining KPMG, Anurag had senior positions with

Infrastructure Ontario, Ontario Power Generation, and TR Energy in Dallas, where his work
- - involved enexgy trading, structured f.ransacuons and finance, quantitative and ﬁnanmal analys:s,
and credit risk assessments. :

o chhael Ross. Michael is a Senjor Asmcmte. at KPMG. Together with Bob Owen, Mzchael led
onr work for Manitoba Hydro (o review the synergy savings from, fhe acquisition of Centra Gas.
Michael was for many years the Partner in Charge of KPMG’s Econoraics Group and has

-extensive experience in the use of economic methods and evaluation techniques. e has directed
or carried out studies involving program evaluation, economic impact, and cost-benefit analyses

8 Jonathan Erling. Jonathan is a Mapaging Director. J onathan was involved in our review of the
' Centra Gas acquisition and acted as an experf witness on this issuc at the Manitoba Pablic Utility
Board. Tooathan’s practice focuses almost exclusively on issues related to energy economics and
utility regulation. He provides financial modelling, cost allocation and strategic planning services
for uility and power generation clients. He has recently undertaken a number of assignments for
the Ontario Energy Board (OEB), in addition to acting as an expert witness at OFB headngs.

= Anura.g Gupta. Anurag is 2 Director. Anurag has over 10 years combined expm‘ie.nceinpmjéct L

@ Frank Chen. Frank is a Senior Manager in ouar Calgaty office. He brmgs experience in énergy E

trading, risk systems and documentation.

Resnmes of the above individuals have been included as an appendix to this lefter.

This core team of senjor professionals will lead and carry out our work on Phase One. This core team

Business Arrangements

We will bill for our services at the following hourly rates:

Bob Owen _ $315 per hour
* Stephen Beatty : 3490 per hour
Wilt Lipson $490 per hour

Anurag Gupta $315 per hour
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Michael Ross ‘ $450 per hour
Jonathan Erling - - $375 per hour
Frank Chen ' $315 per hour

. GST and ont—of~pocket; exbenses will be billed in addition to the amounts noted above. We expect that

the majonty of our out~ f—pocket e.xpenses w:]l rclatc 1o travel and accommodanon

Nelther the amount of our fees not the payment of our: fe,es and expenses will dcpend upon. the results |
of our wotk. This engagement w:ll be sub]ect to the standard terms and condmOns as reflected in the
attachment to this letfer.

Upon 'complction of Phase Oﬁc we wiIl beina pusitio’n to confirm, based on the number and -

". complexity of the issues identified that will need to be addressed, the um_mg of delivery of our Pbase

Two chort rémaining fully cogmzant of the Deccmbcr 3 1”' farget.

. *#****.v, .

We would be pleased to discuss changes to our proposed scope of work or business arrangements if

. the foregoing letter does not match your exact requirements. In the event that the leiter does address
" your requirements, please confirm your agreemeat. with the foregomg by s1gmng and dating a copy of

this letter and returming it fo us.

Yours very truly,

ATIS)

R.J. Owen, C.A.

 Partner

We acknowledge that we have read the foregoing agreement and agrce fo bé bou_nd by it

- The Manitoba Hydro-Electric Board Date
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Bob Owen, Cl:ent Sexvice Partner '
Role: Bob Owen wilt serve Manitoba Hydro as client service partner He will work with the promct
team to ensure that all of our coramitments are delivered on a timely basis and to your sdtisfaction.
Bob has over 30 years of public accounting experience with KPM(, and has 20 years of experience as
a member of the Manitoba Hydro audit engagement team. In addition to serving his clients, Bob is
. also the Professional Practice Partner-in-Charge for the Winpipeg office. Bob will attend all meetings -
“with Manitoba Hydro’s Audit Committee, Board of Directors and senior management and oversee the .
- "delivery of all our services. :

Some of Bob’s most si gmficaat clients mclude or have included: Investors Group, Agnculture and
Agri-Food Canada, Cargill Limited, Jovian Capital Corporation, Pollard Banfmote Income’ Fimd,
Ladco Company Limited, Bird Copstmection, Ceridian Canada Ltd., Old Dutch foods Ltd., Ducks
Unlimited Canada, Lake Louise Limited ParMGrshp and Canad Inns.

- Education and Affiliations:

Bachelor of Axts degree, University of Mén;itoba )
= Bachelor of Commerce (Honours) degree, University of Manitoba
= Chartered Accountant, Jnstitate of Chartered Accountants of Manitoba

R
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Stephen Beatty, Project Manager

~ Rele: M. Stephen Beatty is a Managing Director of the Public/Private Practice of KPMG LLP in -
Toronto. Steve is also Head of KPMG's Global Infrastructure and Projects Group for the Americas.
He co-chairs KPMG Canada’s Privatization/Private Finance Network and is the Canad:.an -
Representative of KPMG's Global Privatization, Public/Private Network.. ‘

Hehasa BBA from Wﬂfrid Laurier University,.anM.B.A. with honour's from York University, and
over twenty years® experience with KPMG. He is a member of the Planning Forum, the American
Marketing Association, and an associate member of the Transportation Research Board (U.S: National
Academy of Sciences). He co-chairs the KPMG Natlonal Publxc anate Network. '

Consulnng Expenence

- Transportation ’

m  Texas Highways Program-KPMG has been engaged as a Financial Advxsor to TxDOT on
procurement strategies and implementation plans for its statewide comprehensive development
agreement {design-build, PPPs and franchises/cancession) program, which TxDOT anticipates’
utilizing to hkelp finance many of its new tmumpike projects over the next several.years. Mr,
Beaity’s responsibilities bave included assistance in developing and implernenting ‘fransaction

. strategies, assisting with evaluation of qualifications subimittals and responses, coordinating with

. . éngineering consultants and intemnal staff, negotiating with proposers, analyzing financing options,’
) - agsisting .with federal SEP-15 approvals admsmg on commercial tem1s, prowdmg CDA training
: S : seminars, and a host of other activities.

In addition, KPMG is assessmg ﬁnancmg requireroents ona pu'o_lect-by-pm;ect basus analyzmg
project revenues, investigating other potential revenue sources, and creating strategies for
*_ financing each of the individual CDA projects. KPMG is also assisting TxDOT with its -
. applications for TIFIA and PABs for several of the CDA projects. KPMG’S mvolvement spans the
entire CDA program. .

Mr, Beatty is providing overall client quality assucance and strategic advice on the TxDOT ]
program. This work has included developing programmatic views on dealing with specific issues
on the various projects, as well as addressing specific project-level issues. These issues range from
business planning, procurement options, providing financial and structuring advice, payment
mechanisms and key inputs into the. development of financial models. The varicus projects m
which Steve is involved inclode:

— TASsisting TRDOT o Working Wwith Cinfra Zachiy i the dcvelopmant“ of a Master FmanmaI
Plan for the TTC-35, crossing the State and cormcctmg the Oklahoma border with Menco

—  Advising in the divect negotiations with Cmtra -Zachry for Segments 5 & 6 of SH 130, near
Austin,

—  Dallas-based pI‘Q]ectS including the SH 12}, 1H 635 SH 161, Noxth Tarrant Express, and the
soon-to-be released DFW Connector.

- The Loop 1604/SR 281 pro;ect in San Antomo

— The recently reIcased TTC-69 project, connectmg Lou151ana with MEXJ.CO
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- Asscssmg the PPP putenual of several other uofunded pm_;ects and creatmg a framcwork for
' tnagmg” unsolicited pmposals

Ontario Privatization Secretariat—A'dvisor for the.Highwéy 407 Divestitare. Mr. Beatty was

a principal advisor to the Ontario Privatization Secretariat in the successful $3.1 billion divestitre -

of Highway 407, the world’s first electxomcaﬂy tolled highway. This transaction is the largest
transaction aifected by the Province of Ontario to dafe and was completed in less than nine

months EPMG’s extensive involvement incladed roles as the. overall business adv1sor, )

transaction process adv1sor, the transporta.uon advxsor, and the accounﬁng adv:tsor

- Mr. Bcatty, as the transacnon process advisor, assisted thcl Province in t.he. design and
" execution of the process and provided project management support to cnsure that the’

divestiture process followed was fair, trans.parcnt and dcfcnsiblc KPMG also served as the
interim manager of the facﬂity

~ In the role.of transportation advisor, KPMG prov:ded advice on trafﬁc forecasung, economic

- tegulation,.and other matiers. One of the key elements of KPMG's work was the dcs1gn of the'

. toll rate regulation regime to be used by thc wmnmg bidder.

~ Agan accountmg advisor, Mr. Beatty asszsted in analyzing various fransactlon structures

'performed due diligence on financial and operating information, - and adwsed on vanous :

_componcnts of the financial moded.

~ Mir. Beatty also worked to assist the Province in. the transfer of ownership from the Province
to the private sector. These responsibilities included assisting the Province in ensuring all
obligations under various agreements with the private sector had been met, assisting the

Province in identifying government sensitive documents, and identifying and guantifying

cutstanding liabilities. Spcc:ﬁcally, KPMG assisted with the development of protocols to deal

" with various contractual, safety, and other issues over concession term, advising the Province i

on its business relationships with the pu:chaser through participation in regular management -

meetings, and devising an approach to perform an andit of compliance wath the agreements

Ontario Mmlstry of Transportation-—Highway 407 Regulatory Advice. Mr Bcatty is. a

member of the KPMG team that is providing ongoing assistance to”the Ontario Ministry of -

E EAS‘1\4263361'7 2

Transportstion in its administration- of the 99-year concession. for Highway'407 The prirnary

 focus of the work involves assistance with the regolatory framework which was dcveleped 28 part
" of the privatization of the Highway.

Indiana Department of Transportanon I-69 Corr:dor  KPMG was mandated hy INDOT to
pcrform a financial feasibility study on the 1-69 as a requirement of Indiana’s legislation that
determined a financial feasibility study must be performed by a firm mtematmnal]y recognized in
the field of such smdies. KPMG, along with a team of technical and legal advisors, were mandated
to petform the stady. Steve has the overall responsibility and is a key strategic "advisor to the

Indiana Department of Transp‘oftaﬁon regarding the development of the 1-69 corridor in the State”

under a concession model. I-69 has been 1denuﬁed as a major initiative of the federal hlghways




administration that is carrently being pursving by six States. Steve is advising the only two States

- {Texas and Indiana} that are at the forefront of t_!e.lwermg thelr segments of the In69 and will soon

be taking the transactions to market,

Trish National Reads Aunthority—Poblic-Private Par_tnérshiﬁ Assistance, Mr. Beat& was a

" member of a large KPMG team that provided assistance to the Irish National Roads Authority in =
' the structuring and téndering of ten design-build-finance-operate road projects in Yreland. Mr. .

Beatty’s primary focus was on the tolling of the facilities and different methods of achlevmg
ﬁnanc:.al self-sufficiency in a number of projects.

Riverside County Transportation Commission Dev'elopment of PPP Higbways. KPMG was .

recenily appointed as Financial Advisors to Riverside County Transportation Commission

regarding the potential development of several billon dollars of highway improvements in the

County. The cuirent work is focnsed on financial analysis of the various projects, with assessment

as to their suitability for development under a PPP approach. Mr. Beatty is invotved in this project - '
 and has been assisting the client in addressing a tange of strategic and policy matters 1o date.

Mirmesota Department of Transportation—VIN Pass. Mr. Beatty was responsible for KPMG's
assistance to fhe Minnesota Deparfmcnt of Transporfation in assessing the potentlal for the

implementation of the MIN Pass System mvolvmg a pubhc—pnvate. partnersh:p to implement’

HOV/HOT fanes in aneapohs.

Greater Vanconver Transportatlon Authorityﬂ&-ansliﬁkQGolden Ears Bridge. Mr. Beatty

was a member of KPMG's team providing assistance to Translink in its public pnvate partnership

for the design, construction, financing and operation of the Golden Hars Bndge

Greater Vancouver Transportation Authorityfl‘raﬁslink—-RAV Project. Mr. Beatty was .a

member of KPMG's team that provided expert peer review servicés to Tramslink in its
implerentation of thu Ric uxrond Airport Vancouver Eail Link.

Metro Toronto Roads—Operations Centre Privatization Mr. Beatty provided assistance in

_the negotiations surroundmg l:he potenual pnvatlzatton of the Metro Toronto Traffic Ope:auons )
TTTCERtre T

Canadian Highways Constructor—Review of Toll Road Opyportunity in Guilin, China. Mr.

Beaity undertook a preliminary feasibility review and negotiations regarding a toll road project in :
Guilin, China. The work examined the potential to develop a highway under a Build-Operate- -

Transfer approach.
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. =. Ministey of Transport;atio_n of Ontario—Independent Process Review -of Five Desi;gn!Buil,d
) Competitions. M. Beaity whas-involved in assisting the Ministry in the selection process for
design/build highway projects in the following five regions: .

— North-western
- Northem -
—  Sowth-western -
— Eastern

.~ Central

The focus of the engagement was on cnsunng that the selecuon process was fa1r and crédible.
" Upon oompleuon of the selection process, KE‘MG reporied.on the mtegnty of the process.

a Cont‘ed.eratiun Bridge—Toll Revenue Forecastsr Mt. Beaity was responsible for a series of
enalyses that led to the developmesnt of cotuprehensive traffic- and. rcﬁcnue: e.stir'nat&c for the
owners of Conféderation Bridge which links the Canadian- Provmces of New Brumnswick and

. Prince Edward Island. The traffic forecasts were uscd n con;uncﬁon witli ralsmg of non—recourse
debt for the project. -

1 Ontarm Ministry of 'I'i—ansportatmn——Lugo Srgns Mr Bcatty 136. the KPMG team that
provided assistace o the Ontario Mlmstry of Transportatlon in the establishment of a publlc-
private partnership for the procurement of logo signs on Ontario’s major highways: The work
involved the establishment of a concession framework as well as the oﬂ'enng of the business
opportumty to the pnvate sector. :

s  Governments of Moxth Dakota, Manitoba and Saskatchewan—-—Border Crmsmg Mr. Beatty

was a member of a KPMG team that provided assistance to the Governments of MNorth Dakotg,

. Manitoba and Saskatchewan regarding fwo major rail border c¢rossings between Canada and the:

Tnited States. The work examined the potenna.l to acce]cratc customs clearance at the border and
recover the costs from users.

a BC Ministry of Transportation—Sea to Sky Highway., Working for the British Colurnbia

s e NSty of Transportation (vloT); KPMGranalyzed the potential-to-successfuily-implement;using - -

a public-private partnership, a long-texm bosiness arvangement for the operation, maintenance, and
upgrading of Sea to Sky Highway. This project included various aspects, such as issues analysis,
business case development and options analysis, project plannir._ analyzing and determining the
optimal business model and deal structure, communicating and markefing the deél, creating an
interim operating entity, developing a concession agreement, evaluating bids, complct.ihg the final
transaction, and operational transitioning. ‘' Mr. Beatty was the lead advisor on the $1 billion-plus
project, and was key in developing a full understanding of all the relevant issues, in order to
determine if there was a business case that conld sapporta P3 st.mcture
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u  BC Ministry of Transportation—Coquihalla Highway. For the BC Ministry of Transportation,

. KPMG was retained as the business advisor in the privatization of the Coquikalla Highway. The
Coquihalla Highway is the oply toll highway in B.C. KPMG’s role included assisting in the -
stucturing of the (rasaction, addressing key transaction parameters, developing the tolling
regime, developing the business case, and assisting with the transaction process. Mr. Bealty was
the client service partner on this assig,i:ment, advising on key transaction parameters and ensuring
that the objcctwas of the transaction were consistent with other road pnvauzatzon transactions
within the Province. - :

w  Municipality of Me@ro T oronto——AcQuisiﬁon of a Parking Tag Management System. My,
' Beatty assisted staff of Metro Toronto in the acquisition of a new parking tag management syster,
assisted in drafting the Request for Bxpressions of Inferest, the shortlisting of the proponents, the '
drafting of the Request for Proposals and the evaluation of the final proposals. The process
invelved consideration of both an in-house procurement of the system as well as a privatization of '
the parking tag office. In perallel, the process also solicited proposals for upgrades to a police

" management system. Mr. Beatty assisted Metro in the negotiations W1th the salectcd proponents.

7 o BCMinistry of Transpormﬁon-——Gateway Program. KPMG is currently acting as the Business

o ’ . Advisor to the Gateway Program. Mr. Beatty is the Senior Advisor for this engagement,

,) o S providing strategic and procurement advice, including due diligence, risk assessments, tolling
policies and evalnation criteria development. The Province of British Colarabia, together with the
Greater Vancouver Transportation Aunthorify have undertdken a program of infrastucture
improvements, whose objectives are to improve access along and across the Fraser River corridor,
iinprove access to major gateways, promole indusirial development, and address current
congestion issves. The program is compnsad of three primary corridors:

"~ Twinning of the Port Mann Bridge and nnprovements to Highway 1, including widening of
the motorway :

~  South Praser Perimeter Road - A proposed transportation corridor munning along thé south side
of the Fraser River (from Highway 91 to Highvrays 1 and 15). This project would provide the
. hnlcmg of docks ra11 facﬂmes, a.nd mdustnal arcas w:th the Prowncml thhway systcm

—  North Fraser Pemneter Road - 1mprovements and adchtlcmal co:mectmns w1thm the enstmg

~ road network, combined with 1mprovements to the Piit River Bridge and Lougheed Highway

- Currently, the program is at the pre-Request for Qualifications (RFQ) stage on the Highway 1/Port
Mann Bridge project. :

. # - British Columbia Transportation Financing Authority—Sierra-Yo-Yo-Desan Road ?roject-
" Mr. Beatty assisted the B.C. Transportation Financing Autbority in securing a developer/financier
of this major natural resource access roadway in Central British Columbia.
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@ Province of British Columbia—Lion’s Gate Bridge. Mr. Beatty served as one of the principal .
advisors to the Province of British Columbia in implementing the repa::frehablhtauonfreplace.mcnt _

of the Lion's Gate Crossmg Mr. Beatty’s work involves assistance in obtaining government

acceptance and approval of the project, as well as structum:g the transaction.to maximize the net
be.neﬁts

. ™ Province of New Brunswnck———Prowrement Process Review Adwsor Mr. Beatty scrvcd as

one of the pnnclpal advisors to the Province of New Brunswick regarding the construction of a

hzghway between Fredericton and Moncton. The project, with 2 value in excess of $650 million,
was undertaken as a pubhcrpnvate ‘pastnership betwccn the Government of the Province and a |
private partner. Mir. Beatty's iole involved the provision of expett advice to senior officials in the

‘Ministry of Transportatton the Ministry of Finance and the Mmlslry of the Attorney General.

m B C IVqustry of Transportatmn and Highways. M.r Beatty advised the B.C. Ministry of
g Transportahon and Highways in the development of two design/build highway, projects. in

Vancouver. The projects involved complex design/build challenges on both traffic management .

and environmental fronts. The KPMG assistance involved the dcvelopmcnt of a comprehenswc
- approach to pro_]ect definition, to contractor selection, and negotlalzons_

®  The City of Mississanga Bus Sheltgr—efPubhc—anate Partuers!np. M. Beatty was a member
© of a KPMG team that provided a range of assistance regarding a public-private partnership for the
provisimi of transit shelters for the City of Mississauga.

Alrports and Aviation

s Joint U.S.-Dutch Developer—lledevclopment of Terminal Buxldmg at JFK Intemahonal'

-Afrport. M. Bealty assisted in a joint venture between a U.S. developer and a Dutch airport

. .. Operations company in the rcdevelopment of the International Amivals Building at JFK )
Infernational Airport. The focus of his work was on conduchng due diligence on the fimancial .
information that was provzded to the proponents in this competition by the Port Authonty of New )

York & New Jersey.

a  Air Terminals Development Group—Terminal One/Two Redevelopment Pruposal Mr.
7 Beaily provided éxtensive assistance €0 the Air Terminals Developmeiit Gronp i ihe submission™ "

of their proposal to redevelop Terminals One and Two at Lester B. Pearson International Airport.
The Air Terminals Development Group is owned principally by the Charles R. Bronfman Family
Trusts and the Lockheed Corporation. Mr. Beatty. was responsible for the dcvclopmcnt of a

_comprehensive plan to transfer the assets, employees, and business obligations of Transport
Canada to the Air Terminals Development Group. He had a significant involvement in the

development of the business plan for the project, and directed the production of the management
* and operations elements of the proposals.

a 'Ogden Aﬁaﬁon—;Proposal to Modernize and Expand International Terminal Facilities af
. the Lms Musoz Marm Intematmnal Alrport in San Juan, Puertd chc KPMG ass:sted this =
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client in the preparation of a submission in response to the Puerto Rico Ports Authonty s Requwt

' for Proposal for the development of the above-noted facilities. M. Beatty assessed thf: opesational

characteristics and financial performance of the airport. Mr. Beaity was also Tesponsible for the
development of financial projections and business plan for the project. A key element of KPMG’s

work was the formulation of the most appropriate form ‘of public-private Jpartnership. Issues

considered included rate setting mechanism, cost rpxmmlza(;on, and management and control.

- @ Private Sector Consortfivm—New Runway gt El Dorado Airport in Bugota' For a joint US-
’ Spanish consortium, Mr, Beatty assisted in the development of a proposal to build a new ranway -
at the airport in Bogota, Colombia and operate the airport’s airside for 20 years. KPMG was |

. rcspons:blc for the business plan and the management operations plan and, as part of this Work,
developed a detailed operating budgets for the project using expetiences. gained elsewhere and a
limited amount of information made available to the bidders. Recently, the Colombian authorities

_ announced that our client’s submission was succéssfuﬂ

@ A.xrport Development Corporation—OQperations Assistance. Mr. Beatty prov1ded assistance to
the senior management and owaership of Terminal Three in Toronto in monitoring and analyzing
cost and revenue data. . Another aspect of the work involved assessing the accuracy of and curing
deficiencies in data supplied by tenant airlines. - These data are fundamental anuts used in a’
‘cormplex cost—sha.nng lease agreement between ADC and its’ axrhna tenanis.

& Canadian Developer—Privatization of Trinidad Airport.. M. Beatty pammpated in the -

development of a comprehensive proposal to privately develop new passenger terminal facilities at -

the Airport. The analys:s focused on both the ﬁnanc:al offer and the physical requirements of the
facility.

_ m  Canadian Developer—Vietnam Afrports. Mr. Beatty participated in the analysis of the -
privatization potential of two Vietnamese airports on behalf of a Canadian developer. The work-
involved an aralysis of local and international travel and the physical requirements of the-

proposed development.

.= Canadian Developer—Privatization of Runways. MI Beatty participated in this engagement .

mvolvmg assistance provided to a Canadian de.ve.lopcr proposing to pnvately develop mpway
facilities at Lester B. Pearson International Airport, The focus of the work was on the
development of a comprehensive financial model and regutatory structure to govern the busmess
relationship between the Government and the developsr

u U8 Aviation Company—DProposal to Privatize and Redevelop the Terminal Operations at -

Trinidad and Tobago's Piarco and Crown Point Airports. KPMG was retained by a U.S.-
based aviation company to undertake the financial analysis and modeling required to determine
. the feasibility and financial structure of this U.S. $70 Million project. Mr. Beatty wasg the leader

of the due diligence and negotiating team. The project encompasses the construction of a new

‘texminal and the transfer of operatmns of exlstlng facilities at the an—ports of Trlmdad and Tobago
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Mr. Beatty reviewed traffic patterns at the alrports and prepared a compansou of airport fees and

-, charges at nelghbourmg infermational au'porls

Italian-Thai Development Public Co.-—--Proposal' to Build and Operate the Clark
International Airport in the Philippines. Mr. Beatty was a member of the consulting team that -
assisted this. client in the preparation of a major submission to the govemment for the
redevelopment of the former Clark Air Force Base in Manila, Philippines. The work included the
development of traffic forecasts, translatlon of the traffic’ forecasts into facility requirements,-

projection of revenwes: and operating expenses, development of a ﬁnancmg strategy, and the
preparatlon of the business plan. - In addition, RPMG pamclpated in the preparation of an

" economic bénefit and cost analysis for the pro_]ect

~ Panama Airport Proposal. Mr, Beatty led a largc KPMG team that .providcd assistance to

Traport in the anaiys:s of the preparation of an offer to acquire the Panama City Alrport.

Basque Guvernment——Alrport Prwahzatlon, On behalf of the Basquc Govermnment, M. Beatty
examined the financial and economic feasibility of the privatization of the three major axrports in-
the Basque Region of Spain. The worik involved an examination of the financial and operational
performance of each of the airports as well as a broad assessment of their future potential.

vaernment of Poland-—Airport Privatization/Financing. Mr. Beatty Jed a KPMG team
which examined the potential for the Warsaw Airport to nnderiake the dcvciobment of a new
paésehger terminal either on a project finance or privatized basis. The. work involved an
examination of a financial and cperational details of the existing anport together with an

examination of capital market conditions in Poland and for Polish projects in Europe '

Baliic Re.pubhc—l’nvattzatmn Analysis. On behalf of an Austhan company, Mr. Beatty
eXamined the potential for privatization of a number of facilities in this Baltic Republic. The

analysis focused on public infrastructure and housing, and resulted in the 1dcnhﬁcatton of several ’
opportunities for future development.

Russian Republic—Privatization Analysis. Mr. Beatty examined the potential to privatize a

" semi-Autonomons Republic's | pnmary airport did ‘other ¥elated infrdstracture, " Thg gonelasion of

the work was that substantial other infrastructure investment was required before the a.u-port could
be reclevelopecl using private finance.

COntaria Mlmstry of Health and Long Term Careu--CT ScanfMRI ?ubhc Private
Partnershlp Mr Beatty was responsible for KPMG‘ s assistance to the Ontario Mnust[y of . .
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Health and Long Term Care involving the operation. of a large number of madlcal daagnoshc -

}nlagmg facilities, financed and operated on a pubho—pnvate paxmership basis.
@  Sunnybrook and Women’s College Hospital. Mr. Beatty led KPMG’s team asscssmg the
- potential to develop a major research facility at Sunnybrook I-Iospital in Toronto utilizing a public-
private partnership approach. .

= Um'versity Health Network—Si:orts Medicine.  Mr. Beatty directed KPMG's work in

_ examining the potential to implement a major sports medicine facility at Toronto’s Umversny

" Health: N'cf:work involving a puhhc—pnvate parmarsh]p approach

-member of the KPMG team that assisted Wmﬁpcg s Urban Shared Services Corporation in the
selection of a preferred private sector paxtner to implement a comprchcnswc food services
- managemasnt system fora number of ‘Winnipeg health care facilities,

u Oni'arm SuperBuild Corpnrahonw——Ontarm Hospltal Association Health Care Public-Private

Partmership Workshop.  Mr. Beatty conducted a workshop on behalf of the Ontario SuperBuild
Corporation for the Ontarioc Hospital Association in the field of heslth care pubﬁé—pﬁvate

partnerships, The workshop canvassed- & range of experiences relat.mg to pubhc—pnvate"

partncrsh:ps from both the public sector perspective as well as the private-sector perspectwa

WaterfWasl.ewater :
m  Regional Municipality of Ha!ton—Deve]opment of Corporate Polxcyll’mposal Call for New

Water and Wastewater Facilities. KPMG, in conjunction with Borden and Elhot, condneted an

assignment for the Regional Municipality of Halton whlch had two componcnts

- Lhe development of a c:oqaorate pohcy on pubhclprivate pannerships,

w  Urban Shared Services Corporatmn-_—Hospltal Food Preparatwn Facilities. Mr. Beatty was a ;

~  the conduct of a proposal call process to develop new required water and wastes ewater treatment”

facilities.

Mr. Beatty was the co-partoer in charge of this major assignment and thereby became familiar
... with the latest issues that needed ta be addressed in operating and maintaining a2 waier system. __

w Private Sector Developer—York Region Water Puoblic/Private Partnership. Mr. Beatty
* served as the principal financial advisor to a consortium who submitted a proposat to York Region
to become its partmer in the provision of water io the Region. This consortium is lead by Union
_Gas, The Ogden Corporation, and Yorkshire Water PLC. Focus of the work was the preparation
of a proposal and the structering of the partnership relationship in a marner that provides high-
quality services at reasonable prices while earning fair returns for the patticipants.

# The Regional Municipality of Hamilton-Wentworth—Public/Privaté Partnership

Negotiations. Philip Environmental, an environmental services company based in Hamilion,
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made an unsolicitéd prépnsall to the Regional Manicipadlity of Hamiltoﬁ-Weutworth to manage and
‘operate the Region's water and wastewater treatment facilities.” In retwrn, Philip propased ta

guarantee a minimem anmial savings in operaung costs for the Region. Philip also made certain |

" assertions regarding the ecomomic devclopmcnt benefits that the Region could gain from

providing the private operator with a base of operations frora which to pursue work ocutside of the -

chmn KPMG was' retained by the Region, where Mr. Beatty assisted staff in negotiating a

" contract with Philip. The scope of the contract covered the operating standards to be followed by - -

" Philip, maintenance procedures and standards, transfer of employees from the Region to Ph:hp,
f:conom]c' development guarantees and the financial arxangements between the two pariies. -

T m Greater Vancouver Regional ‘D:strlctr——Water and Wastewater Pri'vatization. KPMG,

together with RPA Consultants, conducted a detailed examination of the poténﬁal for
public/private partnerships in the water and waste water treatment field for the Greater Vancounver
Regional District.  Mr. Beaity's work examined likely candidates for public/private partuerships

and assessed their potential for success. Three projects were reviewed in detailed and it has been |

‘ recommended two projects pmcccd for unplemantanon on a public/private basis

n  Major Wateerastewater Treatment Provider. Mir. Beatty provided assistance to a- major
watcr/wasiewater treatment cofpany in the preparation and submission of a bid for a major
pubhc-pnvate partnership contract. The work involved a detailed assessment of the risks of the
contract from both the public and private sector perspectives. KPMG’s work formed an input mto
the witimate pncmg dcclsmn

PPP Advisory and Policy
s Government of the Northwest 'I'erntones——Pubhc—Prwate Partnership Evaiuatmn Mr.
Beatty was a member of the KPMG team that conducted a comprehensive evaluation of the

Government of the Northwest Territories Public-Private Partnership Pilot Program. - The work'

“examined both the financial and public policy effectiveness of the program, as well as a range of o

xmpleﬁ‘zentatmn detaﬂs

. Ontario SuperBuild Corporation—Infrastructure Workshop. Mr. Beatty conducted a
. workshop on behalf of the Ontatio SuperBuild .Corporation in the field of public-private

pattnerships. The workshop canvassed a range of experiences relatmg to  public-private

parinerships from both the pubhc sector perspechve as well as the pnvate—sector perspective.

@  Tramsport Canada/Provincial Transport Ministries—FPublic-Private Partnershlp “How-To
Guide”. Mr. Beatty was a key member of a KPMG/Goodman’s team that piepared a
comprchenswe “How-To Guide” for public-private partnerships in transportation projects. The

work was undertaken on behalf of Transport Canada and the ten Ministries of Transport across
Canada. .
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Government of Saskatchewan-—Public-Private Partnership Assistance. Mr. Beatty was a
member of a XPMG team that provided assistance to the Crown Investments Carporanon of

Saskatchewan regarding potcnhal pubhc—pnvate par!::ershps in the Province.

Arab Repubhc———Puhhc—Prwate Jomt Venture Plannmg Mr. Beatty asswtcd professionals
. from Marshall Macklin Monaghan Eimited in the development of a methodology to find a joint
- venture partner for the goverament in the development of a major new urban industiial complex in -
this Arab Republic. This brief assignment focused on altermative methods for attracung parmers

and alternative development stratcgles

Other Infrastrocture Prwatlzatwn

Metro Toronto Laundry Facilities. Mr. Beatty was a member of 2 KPMG téam that exammed ’

the ongoing advisability of a pubhr:,pnvate partnership befween a private contractor and the

Municipality of Metropolitan Toronto } in respect of the provision of laundry facilities for the. Metro
Homes for the Agch . .

City of MlssnssaugawSpectator Arena Development. M. Beatty provxded assistance o the

City of Mississauga in its search for a private developer to build, operate. and finance a major
spectator arena complex in the City of Mississauga. The work involved the conduet of a proposal

. call process as well as significant ¢ detailed negotiations, The pmject, using private ﬁnancmg, was -

ultimately discontinued because an. appropriate nskhshanng mechamsm could not be achisved. -

District of Muskoka—-Seniors’ Housmg Mr Beatty had overall parmersh1p respons:blhty for
KPMG’s assistance in the privatization of the operation of The Pines Long-Term Care Facility in

‘Bracebridge. The work involved an-analysis of existing operations, the conduct of 2 proposal call

process and uitimately, negotiations with a prefcrred proponent.

The City of Surrew«l?leetwood Recreaﬁon Complex. Mr. Beatty provided assistanéé to the -

Cify of Surrey in its gearch for a private developer to design, build, finance and. operate the
Fleetwood Sports and Recreation Complex. The work involved conduct of 2 proposal call process
and negotiations with a prafe.rre.c! pxoponent

C T w T Vidtre Separaie Schiio! B‘Gard——St:‘ Basﬂ's Selrool M Bedity led KPMG ¢ dgsistdncs totle -

School Board in finding new ways that the Board's investment dollars could be better leveraged
into providing more and better facilities; lower overall cost to the Board; and beiter service and
amenities for the local community. ' ‘

Ontaric Ministry of Correciional . Services—Correctional Facilities Public-Private
Partnership, Mr. Beatty was responsible for KPMG's assistance to the Ministry of Correctional

Services in atiempting to implement a new corrcchonai fac1hty uuhmng a public-private

partncrshlp approach
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n  Canadian Department of Foreign Affairs and Interpational Trade—'Bel—-liln Embassy. Mr .
Beatty was .- responsible- for KPMG's assistance -to DFAIT in undertak:mg a public-privaie -
. partnership for the construction of a new Canadian Embassy i Berlin. The project involved a -

combination of government facilifies as well as commermal development. Complex inter-creditor
and inter-tenant armngemcnts were put in place in order to effecuvely secure the niew Embassy
tenancy

‘m World Bank——Namral GGas System. Pr:vatlzatmn. M. Beatty had overall pmarsh{p
responsibility for KPMG's assistance provided. in joint venture with Consumers ‘Gas Company
developing a strategy for the privatization of the natural gas distribution utifity in Buisa, 'I\J:ke.y

"The work involved an examination of the regnlatory issues, physwal planmng, as we]l as the _' N

dsveloPmmt of pmpcsal call documents
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Will Lipson, Expert Witness - : : :
Magaging Dlrector, Global Infrastructure and Projects Group (GIPG) KPMG LI,P .

Qualifications

»  BSc. Comlil-ltcr Science, Univarsit}.r. of Toronto

e MBA, UIJ.IVBI‘Slty of Western Ontario .

«  Member of the Institute of Certified Management Consultants of Canada

. Corporate Finmce designation from the. Canad.lan Insumte of Chartered Accuunts

o Background

Wili Lipsonis a Managmg Direcl:or in XPMG's Global Infrastructure and Projects Groap, specializing
in assisting public agencies with planning and delivering large infrastracture projects. He has spent
his 30 years career with KPMG larpely dedicated to assisting public sector clients in a variety of
matiers. Will has expertise in project management, program éi’aluaﬁon, corporate planning and
operations, public-private parmersh1ps, financiat émd economic analysis, and demand forecasting. He

* is well known by government agencies across North America, and has been quallﬁed asan expest - '
witness on a uumber Df occasions during the course of lus career.

f) Expenence and Expen‘zse

«  Enbridge - Expert Witness: Finanejal Feas:bﬂlty Tests. Tlns engagcmcnt consxsted of a review -
of the financial tests used by a local natural gas distributor. The tests are used to determine the
financial feasibility of expansion of the gas distribution system to new residential, commercial and
industrial customers. Mr. Lipson primarily carried out this review, and focnsed bis attention to the. -
- treatment of inflation, phasing assamptions, and time horizons. Following this engagerent, Mr.

Lipson acted as an expert witness tesnfymg on the unhtys financial feambxhty tests ina regulatory-
heatiog,. .

* Industry Canada——Fmancml Analysis. In this engagcment, Mr. Lipson assisted Industry Canada, in
its evaluation of a large number of grant applicants on a variety of projects. M. L1pson initially
“assisted the Department in the financial and cost/benefit evatuation of a major project in Quebec; -
he subsequently played a major role in the development of a general process o be used in major
future grant applications. M. Lipson subsequently assisted in its use of the model to assess
several other projacts covermg several bundreds of millions of doliars.

. Saskatchewan Cxown Managcment Board-—-Reuew of Financial Model. Mr LIPSDD. assmted the
.Crown Management Board in its assessment of a major investment project: His assistance
including reviewing the financial model developed for the project, verifying its accuracy, assessing -
and interpreting the results of the model, recommending a course of action for modeting future

projects, and suggesting iraproved procedures and standards to be used in connccuon with the
model

 Toronto Economic Development Corporation (TEDCO)——A:bm'auou Assistance. Mr. Lipson
acted as an expert witness on behalf of TEDCO in an atbitration process pertaining to the
payments for the transfer of lands from the Toronto Harbour Commissioners to TEDCO. The
agreement between the THC and TEDCO involved the establishmest of the annmal payment to be
) : made by TEDCO to the THC through the conduct of a study by an independent consultant. Mr.
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Lipson was hired by TEDCO to review the study carried out by the independent consultant and

. exanine whether ibe methodologies and approaches used were appropriate.

¢ Department of Bnergy, Mines and Resources——Evaluation of CHIP Program. M. Lipson assisted
in the evaluation of the effectiveness of the Canadian Home Insulation Program. His analysis
" involved the nse of advanced statistical techniques, such as logic analysis, factor analysis, and
regression in an effost to build a path model of the consumer's decision to insulate and of how
much to spend on insulation- . -

+ Department of Public Works—Solar Energy Feasibility Model. Mr. Lipson developed 2 financial
model to examine the feasibility of converting conventional energy applications into solar energy
applications. The model had to be able to handle systems classified by technology, application,

. geographic region (e.g., province), starting date, type of application (residential, commercial,
industiial), and conventional energy alternatives. - : .

« Department of Energy, Mines and Resources—Program Evaluation of CCA Class 34. Mr. Lipson
' worked on a stady to evahiate CCA Class 34, which aliowed accelerated depreciation for 2 range

of energy-conserving and renewable energy-generating equipment. Mr. Lipson was responsible

" for exploring the decision-making processes of companies who have utilized Clags 34, and
developing financial models of each of the case study projects. He was also had for déveloping an
extrapolation algorithm to estimate the incrementality of the non-case study projects and a cost-
benefit analysis of the program from both a governivent and social perspective,

» Department of Energy, Mines and Resources—Economic Impacts of Energy Management
Investments. This stady assessed the economic impacts generated in Canada by investments
”) . . designed to reduce the demand for epergy (e.g., insulation). The work involved an extensive series .
S o .of interviews with manufacturers and installers of energy management producis to estimate the
" size of the market and the impacts required to produce the products.” The Statistics Canada input-
ontput model was used to estimate indirect impacts and the results were included in a user-friendly

. computerized mode] which will be nsed for future policy analysis.

s Department of Energy, Mincs and Resources—Evaluation of COSP; In this evaluation, Mr. . .
Iipson was responsible for the financial analyses which were used to assess incrementality of this .
‘major government program to fond conversions from oil furnaces to other types of furmaces. His
specific responsibilities included designing a major portion of a detailed telephone questionnaire

_used for the sarvey of 1,200 homeowners, conducting a number of policy interviews within the
- government, developing financial models to explain homeowner decision-making, conducting a -
cost-benefit analysis of the program, and interviewing a number of furnace manufacturers and
installers to develop the input data to estimate the econowmic impacts of the progra.

» Toronte Waterfront Revitalization Corporation-—Business Plan for Waterfront Redevelopment.
M. Lipson led the efforts of a group of planners, engineers, financial and legal advisors to write a
" business plan for the $12 billion redevelopment of Toronto’s waterfront. Mr. Lipson’s role
ncluded rmanaging he process 6 that All partiss worked withi a consistent setof parameters-and = == - T
_assumptions. He was also responsible for providing solutions to address the revenue shorifall with
" innovative financing or private-sector involvement. A uniquechallenge in this project is the
coordination with municipal, provincial and federal government, who were all involved in this
significant redevelopment project. :

+ Ontario Northland Transportation Commission. Mr. Lipson was a lead advisor assisting this
crown agency of the Province of Ontario to develop and implement a divestiture strategy for its
major operating divisions. Separate selection processes were undertaken forthe
telecommunications division (which provides services throughont a 200,000 square mile area in.
northeastern Ontario) and the rail divisions (which provide freight, passenger and excursion

) services throughout a 700-mile railway network). He also assisted management with the
T T prepatation of current business plans, drafted divestiture documents for the telecommunications
: ) , . ...  divisionand rail divisions, and marketed the transaction to potental bidders across North America.
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s NAV CANADA——-Strateglc Planmng Assistance. M. Llpson assisted NAV CANADA opcrator :
of Canada’s air navigation system, in the planning and implementation of various strategic
initiatives including cost reduction, management streamlining and development of technology.

M. Lipson was responsible for developmcnt of an analytical framework for the initiatives,
management of the data collection and review process, construction of the model to assess the
financial isapacts, presentation of the sirategic initiatives for approval, and the incorporation of the
strategic initiatives into the corporate plan. The scope of the work addressed the qu sef of
functions, services, and activities performed by the organization.

e  Province of British Columbia——Assessment of Financial Status of menclal Govemment KPMG -
conducted a major review of the opsrahons of the Province of British Columbia after a change of
governments. As part of this review, Mr. Lipson conducted a detailed assessment of the British
Columbia Buildings Corporatwn (BCBC). BCBCis the sole provider of accommodauou and .-
property management services fo the Ministries of the Provincial Government. M. Lipson’s
review covered every orgamzatwnal financial and marketing dimension of BCBC.
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Anurag Gupta, Scm or Manager
Director, Global Infrastmciure and Projects Gmup

KPMG LLP, Toronto, Canada

+ Miaster of Business Adm:ﬁistra'tion, Tulane University, New Osfeans
» Bachelors in Mechanical Engineering, BEngineering Council, UK

"+ Bachelor of Science, Calcutta University, Tndia

Anurag has over 10 years combined experierice in project ahd'cmpdrate finance with ekiemive
experience in stracturing projects and complex transactions in the energy and infrastructare -

development sectors inclading experience with public-private partriership (3 or PPP) models. Prior to
| KPMG, Anurag was a founding member of the Project Finance group at Tofrastrnctare Oatario (I0), a

Crown agency dedicated t6 delivering major (>$100MM) public infrastructure projects. Anurag bas

significant expericnce in the energy sector having worked at Ontario Power Generation in Toronto and

TXU Energy in Dallas in a variety of roles such as tradmg, stracfured transacﬁons, quanhtatlve
analy31s and credit risk. .

_. A.nurag has played leading roles in procoring, developing and ﬁnancmg pro_lects in thc socxal

infrastructure and energy sectors. Specific energy sector cxpenence includes:

+ Confidential Wind project—Negotiations Assistance - Recently advised a large mumc:pahty
. in Western Canada negotiate for tie purchase of green power from a mnd—pmge.ct developer -
under a 20-year contract. As part of the KPMG team, provided advice on the business terms
and conditions and completed financial a.nd lmsmess due (hhgence into the pmposed pricing.
pammeters

‘o Confidential Wind project « Fmam:lal Rev:ew Advised a leadmg western Cauadum power

producer conduct an in-depih financial review of a major. wind power project for a possible ©
divestitnre. Adv1sory mandate included an independent valuation of the pmjact and prowchng
structnring advice om the proposed off-take agreement.”

+ SaskPower, Regina - Curfently assisting SaskPower in their competmve pmcurcme:nts for
peaking generation projects sized op to 100 megawatts (MW) to be in-service by December -
2011 and for base load generation projects sized between 200 MW and 400 MW.-to be in-
service by December 2012, Anurag is a member of the evaluation committ=s, provides advice
and input on the development of the Request for Proposals (RFP} documient and Power

Purchase Agreement (PPA), especially on the RrP fmanmal evaluatton cntena, PPA ﬁnancmg
issues and financial close issues.

=% T Hydroelettiie Power Generation Capacity Augmentatmn, Nlagara Tunne! Pro;]ect—

Ontario Power Generation, Toronto -- Evaluated this approx. $1 billion project for
comumercial completeness and effective risk mitigation. Helpéd structure the forward starting
interest rate swaps used in the fin~ncing package. Analyzed credxtwon.hmess of and granted
credit to OPG’s counterparties ot .he project’

o Ontario Power Authority’s call for Renewable Energy Assessed OPG’s resPonse to the
Ontario Power Anthority’s Request for Proposals for Renewable Energy by conductmg an
independent project evaluation and risk assessment,

» Portlands Energy Centre, Ontario Power Generation and TransCanada Corp., anonto -

Performed analysis of the economics of the proposed peaker power plant to-be built as a joint-
venture between TransCanada and Ontario Power Generation in Toronto Portland’s. Analysis
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needed to account spec:tﬁcaily for the absence of adequate gas storage and the nged to schedule
gas on a day-ahead basis.

Hourly Ontarlo Energy Prlcmg Modet, Ontarm Power Generation — Developed and mplemented
tests to assess the logic and accuracy of Ontario Power Generaﬂon § system-wide powet forward
curve model. Stress tests were designed to take inte account the generation stack, dispatch economics,

“import / export of power from adjacent power conirol areas and new. bmld £COoNOMICcs, mcludmg
altemaﬂva / renewable energy econom:cs - :

e TX'U Corporation, Dallas, USA - Worked in sr.ructured finance and ixadmg at this Ieadmg

merchant eneigy company with $14 Billion in assets serving 2.6MM customers in the Umted

* States. Pexformed analysis and financial valnation of commercial deals, capital i investment
‘decisions, and asset sales & purchases. Structured complex financial and commod:ty
transactions. Deals ranged in value from $10MM to $500MM (NPV)

Selected Transactlous

"o . Texas Utilities Foel Company — Pamelpatcd in thé $500 Imlhon sale of the TXU Foel. .
Company gas pipeline system for a pre-tax gain of $390 million. Anurag led the valnation
ekercise using complex options analysis techniques to mddel the full revenue potential of the
asset. Anurag advised on various divestifure structures such as Master Limited Partnerships

- (MLP), participated in the road shows and was on the deal team that negotiated and closed

the transaction. Sale of the TXUJ Fuel Company gas pipeline system for a pre~tax gam of
$3920 million. '

s Green Mouninin Energy’s Wind Power Project - Valued a proposed equity mvestment in
Green Mouatain Energy’s Wind Power Project. Analyzed and modeled key project risks,
‘such as a shortfall in output and Renewable Energy Credits using a Weibull distribution tor
model wind power generatlon, transmission constraints, liquidated dammages, efc.

s Wind Power Contract Restructunng (Conﬁdentxal Assigmment) -- Analyzed the contract
structure, economics and operational data from an existing wind power purchase agreement
that the corapany was seeking to restructure. Analyzed altemanves such asa buy—out of the

. wind project, equity stake, etc. )

» Comanche Pezk Nuclear Plant - Structunng of a ¢104MM Nuciear Foel Supply

Agreement, reducing TXU’s credit exposure and working capital requirements.

s Tenaska Power Purchase Agreement ~ Restructred a Power Purchase Contract with
Tenaska to unlock $13MM in valve. Valued and monetized the in-the-money spread opuon

embedded Tn'fthe PPA and negotiated the split 5f the valie with Tenaska, e

» Corporate Finance Support - Modeléd working capxtal requirements for the proposed
Credit Suisse (CSFB) and TXU BEnergy Trad:mg Joint Venture.

o Transfer Pricing Strategy -~ Analyzed and recommended a transfer pricing strategy for
TXU's Generation, Wholesale Marketing and Retail Sales divisions. -Competing incentives
across the three divisions, portfolio optmnzanon issues and trading proprietary versus
hedging positions comphcated the development of an optimized transfer pricing strategy.

o Retail Marketing Strategy Contributed to developing TXU's retail marketing strategy for

the small and medivm business segment. Specifically analyzed the use of Third Party
. Marketing Chanaels, such as brokers, in expanding retail saJes
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" Enterprise Wide Risk Management, - Reported directly to the Chief Risk Officer to develop a
_monthly enterprise-wide risk report for review by the Board of Directors. Analyzed financial '

- statements and quantified the impact of adverse market/operating conditions on key financial ratios as - -
part of the report. : : o - o o

LT
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Mlke Ross, CM. C., Economxst

- Mr. Ross graduated from the University of Toronto with a B.Sc. in Mathematics (1968), and an MLA, '
" i Fconomics (197 1). He is a member of the Institute of Management Consultants of Ontario, .

Canadian Beonomics Association, American Economics Association, and the Toronto Association of
Business Economists. He has ovex 27 years® experience with KPMG, and became a partner in 1982.

. Mike has extensive cxpcﬁcnce; in a wide variety of industries; working for both the pliblic and private’
. side of the transaction. Some of his most relevant experience is highlighted below: -

. Canada Mortgage and Housing Corporation — Residential Property Management Study. Mr. R(.)ss '

had ¢verall responsibility for this two-phased study. The first phase developed a profile of the remdenhal

propexty rianagement industry. The second phase identified information needs and research i issues in the '

industry. - The work was based on a combination of the analysis of deteiled Statistics Canada sm‘vey data
and a wide ranging survey conducted by the consultams

- Thunder Bay Regional Hospital — Economic Impact of a New Acute Care Hospital. Mr. Ross was
responsible for this study to determine the econcmic impact of a propesed new acute care hospital in

* Thunder Bay, and to compare these impacts to the alternative of providing restructured hospifal services

- throvigh an old, existing facility. The analysis reviewed economic impacts in terms of a number of

economic impact criteria, including community economlc development, employment generauon
‘economic diversification, and municipal finance.

Woestnor Limited — Econemic Impact Analysis. For this client, M. Ross assg:sse&l- thc economic
-impacts associated with proceeding with the development of the Westnor site into a mixed-ise

development of office and condominium buildings. Flements of the work include analyzing the capital . '
expenditure data and using the Statistics Canada Input-Output Model of the Canadian Econemy to ohtam .

estimates of value-added and e.mplayment generated.

- Private Sector Developer — Resort Feasibility Study. Mr. Ross uudertook the ﬁnancial analjsis and'.
financeability ‘assessment components of a major study, to assess the feasibility of a proposed touiist.

. attraction and hotel complex, to be developed in conjunction with 2 ski hill near Ingonish, Nova Scotia.

EPMG worked in association with a large firm of recreanonal planners, and a spccmhzed Us. —bascd'

_ attractions consultant.

" Region of Durham — Location of Headgquarters. Mz, Ross was the partner responsible for this éhidy o
_ which we analyzed the financial and planning mesits of four alternatives for the provision of a Regiomal =~
Headquarters building for the Region of Durham. The study involved reviewing the regional staffs = ~ ., =

analysis of the four altematives and updating the information contained in the staff report. In addition,

Mr. Ross examined the future impacts on municipal taxes of the various altemahvcs The final report '

was presented to the regional council.

Canada Mortgage and Housing Corporation — Energy Efficiency in New Residential Hcmsmg. On
behalf of CMHC, Mr. Ross undertook a major siudy to identify impediments to the incorporation of
energy-efficiency procedures in new bousing in Canada. At the core of the stady were tasks designed to

develop an understanding of the economics of various energy-using appliances in the home, as wellasan - .
" understanding of the decmmn—makmg processes employed -by both consumers and dcve.lopersfbuﬂde.rs

with respect to the mcmparatlon of cnergy savmg features in new housing.
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National Capital Comuission — Real Estate Development. Mr. Ross was responsible for this -

engagemcnt to provide assistance to the National Capital Commission, who are offering sites in the
Ottawa area to private sector developers ‘We assisted them to develop appropriate tender documents, and

- also provided assistance assessmg and evaluating the financial aspccts of the. various development
proposals rﬂcewed

_City of Ottawa — B:d Evaluation Assistance. Mz. Ross was responsible for this pro_]ect, in wlnch

XPMG was rctamcd by the City of Ottawa to assist in the cvaluation of proposals from real estate -

developers to provxde parking facilities in exchange for the right to develop on city owned Iand.

City of North York — City Centre Development. - Mr. Ross undertook a study for the City of North

York, to determine the fiscal impact of various development schemes associated with a new City Centre
_ Development beside the existing City Hall. The study was developed to be used as evidence before the

Ontario Municipal Board. In addition, Mr. Ross was responsible for a pumber of other small

engagements to review and assess various developrment pmposals and tenders associated with the project, -

" Schedule A Bank — Reg:onal Office Location. Mr. Ross undertook a stndy to assess the most

-appropriate location for a regional office of the retail banking operations of a major Canadian bank. Our )

approach combined internal interviewing, and the collection and analys:s of external data.

" Ontaric Land Corporation -—— Housing Market Research, Mr, Ross was rcspons;ble for the study of
" the market for-residential housing in @ medium-sized Bastern Ontario City. . ‘Work was. conducted
- prmarily by a teview of existing market trends, and detailed mtarvxews \mth planncrs real estafe.

professionals, and other developers in the area.

Private Sector Developer — Hotel Feasibility Study. Mr. Ross was r@sponsxble for a hotel fcasxblhty
St‘[ld’jf, for a proposed site in the.northeast section of Meiro Toronto.

Prince Edward Island — Industrial Development Strategy. Mr. Ross managed 2 study designed to
evaluate the industrial development strategies currently in place in PEX, and to develop objectivés and
. strategies for the next five years. The study included an assessment of govemnement programs curently in
‘place w1th recommendations as to changes in their stmetore and implementation.

Urban Development Institute — Impact of Industrial Lot Levies. On behalf, of this real estate

industry association, Mir. Ross prepared a report assessing the impact on municipal revenues, economic
development, and other matters, of proposed changes in the structure of developer levies for industrial

* land in Ontario municipalities. The report was used by the industry association to support their

submissions to municipal govermnment. The report was subsequcnﬂy updated and used again in a similar
fashion.

. Sydney, Nova Scotia — Industrial Park Feasibility. Mr. Ross managed a study to assess the feasibility
of developing an industrial park in Sydney. The study included an assessment of the supply and demand
"of industrial land, as well as a number of interviews with local citizens. With the assistance of an

engineering sub-consultant, costs of alternative sites were assessed, and recommendations as to preferred
sites were developed.

Private Developer _‘Management Review of Renovated Facility. On behalf of a private sectar client, -

Mr, Ross conducted a brief management review of a major renovation project in Eastern Canada The
review encummpassed constiuction costs, financing, and plans for leasmg the facility.
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s Private Developer — Municipal Financial Impact Assessment. On behalf of a private developer, Mr.

Ross managed a project to assess the financial 1mpact ofa ptoposed residential development on a town
east of Toronto. :

= . Wimpey — Mumcnpal Financial fmpact Assessment. On behalf of this real estate dcveloper M. Ross
managed a project to determine the financial impact of a proposed residential development on the existing
taxpayers of a southern Ontario city. Mz. Ross presented the resulis of the work as evidence before the
Ontaric Municipal Boaxd. Hc was subsequently retained to update the clicat’ s development strategy.

¢ Private Developer — 0pporlnmhcs for Residential Growth Mz. Ross ass:sted 4 private sector client in -
the analysis of opportunities for residential growth in Oakvﬂle a southern Ontario town. The analysis

" focnsed on the Toronto-and Hamilton metropolitan areas, and was developed to be used as evidence
before the Ontario Mumc:pal Board.

* Analysis of Serviced Land Prices. KPMG assisted the large Canadian real estate development
companies to prepare a submission ‘to the Greenspan Task Force on serviced land prices. Mr. Ross
conducted a number of interviews, supervised the statistical analysis of data for a large number of real
estate projects, and played a major role in the presentation and explanation of the project results. Our

" work was incorporated directly into the technical appandlces of the Task Force report,

* Broce County -— Housing Policy Study. Mr. Ross managcd the activities of KPMG and anothe.r
) o consulting firm on this project to develop a set of housing policies for Bruce County. The central tasks of .
: : the study were to assess the economic impact on the area of the Bruce Nuclear Power Development, and

to translate this imepact into housing requirements in both the short and mediwm term.

° Markham — Retail Market Analysis. Mr. Ross was thé lead consnltant for the assessment of the
impact of a proposed major shopping centre on the shopping habits of area residents and associated
impacts on local merchants. He evaluated the results of a telephone interview program, and analyzed
current and expected shoppmg habits to produce estimates of shl&s in patranagc The focus of the
analysis was on the 1mpact on existing local merchants.
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Jonathan Erling, Engineer ' oo
Managing Director, Global Infrastmcture and Projects Group,
_KPMG LLP, Toronto, Canada '

L J

Bachelor of Bagineering Science (Mechanical Option). University of Western Ontario
Master of Business Administration (Finance), University of Toronto o '
Member of Professional Engineers-Ontario

Jonathan Erling is a Managing Director in the Global Infrastructure and Projects Group practice of
KPMG's Toronto office. He spectalizes in energy and. utility economics, regalatory issues, -
statistics, and forecasting. He also provides financial modelling, cost allocation and strategic'
‘planning services for utility and public-sector clients.” - ’ R

His project experience covers the electricity, water and wasteviater, and natoral gas distribution

sectors. Specific areas of focus include: ‘ L _
‘Evaluation of future finaucial reiums and complex financial modeling. -
Business case assessments for new infrastructure development. -

L 3
-
»

b

Cost allocetion and rate désign.

risks.

Assistapce in negotiating long-term agreements for infrastructire development or for power purchase.

Hydro Electric Power Generation

L

Lenders to Abitibi-Bowater—Tinancial Asséssment. KPMG is providing a variety of
financial advisory services to a group of lenders to Abitibi-Bowater during its current :
restructuring process. Jonathan is taking the lead in providing advice on the potential value of
hydro-electric facilities owned by Abitibi in Ontario and Quebec. Issned addressed inour
review include the status of water lease tights, the potential for the export of power, ongoing
operating costs and requirements for refarbishment, tricertainty in future electricity market -
prices, and water flow variability. ' '

Crown utility—Financial Feasibility, KPMG helped a (-L‘rowﬁ utility assess the féasihility of

building a new $300 million hydro-electric dam using project financing. This merchant project -

would be built to suppert the operation of a number of mines in 2 remote northem location and
electricity would be sold ander long-term Power Purchase Agreements (PPAS).

Native Band—Negotiations Assistance. KPMG was retained by this client to help it negotiate
the terms and conditions of an ownership interest in a hydro-electric dam to be built by the .
provincial Crown utility in e province. In addition to preparing a detailed financial model and
evaluating the appropriateness of expected financial retums, KPMG provided advice on a
number of strategic issues associated with the project. We examined past and potential future

. trends in the pricing of energy commodities and drafted price-indexing provisions that would

protect our client’s interests., We also proposed an allocation of business risks for the project.
and assessed risks associated with the dispatch of the facility within an integrated tiver sysiem.,

Ontario Power Generation—Financial Review. KPMG was retained by the Board of ©
Directars of OPG o undertake a teview of the variance between the company’s acteal and . |
planned financial performance over the 5-year period from 1999 to 2003, "Mr. Brling playeda -
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"major role in this assignment, and was tesponsible for validating OPG’s methodology and o
findings with respect to price and volume variances. Mr. Erling also led the investigation of the

impact that fuel price increases and changes in provmc:al water flows had on achmvcd pet -
income.

» Manitoba Hydro—Acquisition Review. In pursuit of operatmg cost reductions, Manitoba
. Hydro purchased the gas distribution assets of privately-owned uility in the province.
Combining electricity and natural gas activities was expected to lead to efficiency. .
improvements. Manitoba Hydro retained KPMG to review the results of this acquisition, and to-
help assess whether forecast cost reductions had actuaily been achieved. Mr. Erling played a )
key role in this assipnment and acted as an expert witness at thc Manitoba Poblic Utilities Board )
(PUB).

o Lakeland Power Group-~Valuation of Hydroelech'lc Generatmg Assels. On behalf ofa
group of utilities in Northern Ontario, KPMG projected financial refums fora hydro-electric
plant owaned by one of the group members. Our financial anatysis was used to determine equity
allocations for parucapani:s in an amalgamauon transaction. Mr. Erling’s analyms tock into
account ancertainty in futore market prices for clcctucxty, and annual variations in water flow
and, hence, plant output, This project was done prior to opening of the Ontario elecmmty :
market, and we thus needed to develop forecasts of seasonal and hourly variation in Ontano
electricity prices in the abse:nce of actual market pnce data.

« Private Utnbty—HQuantxﬁutmn of Damages. KPMG helped a private, vemcally—mtegrated

I ) - . utility to quanufy the economic loss associated with the implementation of a new electricity ]

s ’ : market structure in Ontario. As a result of market restucturing, the company’s hydro-elecme
generiting activities are now subject to compeuuon and to spot price volatility. For the. -
distribution component of the company’s business, the move from a pure Rate of Retum to a
Performance-Based Regulatory regime (PBR) is causing a reduction in expected profits.
EPMG quantified economic losses to support alegal claim. Cur mode] took into decount |
seasonal and annual variation in electricity flows, and the impact of this volatility on production
from the company s fossﬂ-ﬁred generating facilities. Mr. BErling was the manager of this
project.

+ Newfoundland and Labyador Hydro—Depreciation Study. KI’MG was retamed by this
utility to review its depreciation policies and to prepare a report for the province’s Public .

" Utilities Board. The utility is moving to a Rate of Returu basis for tariff regndation. Mr, Brling

was the principal researcher on this project. This study involved a survey of depreciation
practices among utilities in North America, a review of the utility’s future capital expansion

plans, and analysis of the unphcatmns of different depreciation policies on the pmvmce s
consumers -

Sector and Policy Analyses

+  Ontario Energy Board—Review of Asset Management Practices. On behalf of the GEB,
KPMG recently completed a major teview of asset management practices in the Ontario
electricity distribution sector. This stady encompassed activities for inspection, maintenance
and capital planning, The study included the development of a framework for evaluating
decision-making approaches. It was based on field visits to a number of participating LDCs, a
survey questionnaire, a review of practices in other jurisdictions, and a review of utility filings .
on the issue of asset management. Jonathan Frling was the principal author of this study.

o Ministry of Environment—Financial Guidelines. MOE retaived KPMG to help prepare
" . _guidelines for the preparation of Financial Plans by municipal water and. wastewater utilities,
_) _ ‘ These plans will include Capital Investment Plans, which identify appropriate levels of capital
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’ cxpcndxmrc, and Fu.ndmg Plans, which 1dent1fy the approach used to raising the financjal

resources necessary. KPMG has played a key role in the development of these goidelines; this-

" has included the prepatation of detaxled examples to ﬂlustrata a forward-looking approach fo

financial planning. .

Ministry of Environment—Regulations for Full Cost Pricing. KPMG has been retamed by -
the Ministry of Environment in Ontaxio to develop the content of regulations for full-cost
pricing in the water and wastewater sectors. Regulations will also define the content of cost

. vecovery reports, which will ensure that full costs are collected from utility users. -Charts of

accounts and accounting procedures are also being developed durmg this engageme.nt Mr.
Erling is the manager of this project.

' SuperBuild Corporatmn—anattzat(on Strategy On behalf of SuperBuild, an agency of the

Ontario governmént, KPMG analyzed the Business Models used in a variety of ntility sectors.
We then assessed the extent to which these models could be used in the delivery of water and
wastewater scrvices in Ontario. A major focus of the study was on regulatory mechanisms for
price sefting. The results of this stady are being used by SuperBuild to develop a long-term

water and sewer infrastructure investment and financing strategy. Jurisdictions analyzed
incinde Ontario, U.K., Australia and the U.S. Mzt Erlmg was the Project Manager for thls
cnga.gemcnt

Power Generation - Other

. SaskPower—Procurement Assistance. KPMG is currently assisting ¢his client with the

procugement of 100 MW of gas-fired peaking and 200 to 400 MW of gas-fired base-load :
generation capacity. KPMG helped in the evaluation of responses 10.a recent RFFQ process and .-
has provided advice on the drafting of a Request for Proposals document to be provided to
short-listed proponents. ' KPMG has also been providing advics on the terres and conditions of

the proposed Power Purchase Agrcement (FPA). Mr. Erlmg is the Engageme.nt Director for this
project.

Wind project—Negotiations Ass;stance KPMG recently he[ped a latgc mumc;pahty in
Western Canada negotiate for the purchase of green power from a wind-project developer under

- 3 20-year contract. Mr. Eding played a key role in this assignment, and is providing advice on .

the business terms and conditions. He also helped to complete fmanmal and busmess due
difigence into the proposed pricing parameters.

Landfili gas preject—Financial Evaluation. On behalfof a Iarge muni mpa].lty, Mr Erling
prepared a financial and busiriess case assessment of a proposed landfill gas project. This
project was subscquently bid into the Ontario Power Authority's Renewables I procurement
stream, and recefved a contract.

Bio-gas project—Financial Evaluation. On behalf of a large municipality, Mr. Erlmg
prepared a financial and business case assessment of a proposed project to use digester gas from.
a wastewater treatment plant in a cogeneration facility. This facility would generate both
clectricity and hot water for process purposes. Thzs prcg ect, subsequently received a contract

~ with the Ontario Power Authority. .
- Landfill gas pro;ea——Negotlahons Assistance, Mr. Eding helped an Ontario municipality

regotiate with a local utility for the development of a landfill gas generating plant on the
municipality’s landfill site. He helped to structure royalty payments for the methane gas”
produced at the landfill, These arrangements took into account municipal prefere:nccs with
respect to the sharing of electricity pricing tisk, the allocation of potential emissions credits, and
the financing required for associated municipal infrastructure. This ptqlcct subsequenﬂy
received a contract with the Ontario Powcr Anthonty
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e Wind Earm—-Busmess start-up advice. KPFMG prowded business start-up advice to a private .

" company looking to develop a series of wind farms in Optatie. Mr. Erling has helped this client .
prepare a spreadsheet-based financial model of the project. KPMG has also advised this client”
on alternative sonrces of financing, inchiding flow-through share stractures, and fax issues.

«  Oniario Energy Board—Regulatory Regime for Tax Complisnce. The OEB retained
EPMG to review its policies and procedures with respect to electric utifities’ recovery of ©
" corporate income taxes. Mr, Erling helped prepare worked examples of alternative regulatory
° treatments of {ax expense. He also prepared an analysis that proved that there could be a . )
| _ disconnect between book depreciation expense and the allowances for depreciation expense that
- . were 1mp11c1t in the OFB’s PBR methodology.

 Ontario Power Generation-—Review of Cogeneration Economics. Over a twc-year pe.nod
KPMG has completed five separate studies for Ontapo Power Generation (OPG) to review the
- financial feasibility of cogeneration and combined-cyele generating nnits at industrial plants in
‘the province. OPG required third-party confirmation. of the economics of such' projects before it

could provide rate discounts to elecmmty custorners who would otherwise begm fo self-
generate.

Akey focus of the two most recent studies was the ]1kaly impact of thc province’s. plan to

deregnlate the electricity generauon sector and to unbundle electricity rates. Three projects .

involved cogeneration plants at major oil refineries. Twa other projects were at pulp and paper
- mills in Northern Ontaxio, M. Erling acted as the principal researcher on all of these projects.

) o _ = Integrated Energy Development Corporation—Development of Expert Testimony. In.
N ' " support of this client's intervention at Ontario Energy Board Hearings, Mr. Eﬂmg critiqued
Ontario Hydro's plass for incorporating sustainable development concems in its planning
process. Mr. Erling reviewed thie consistency of economic development programs with

" proposals to integrate environmental externalities into costing methods. Mr. Erling also

analyzed subsidies for energy efficiency programs and the impact of d1fferences between raral
and indnstrial rates,

*  Merchant Bank—Review of Electricity Cost Ouflook. KPMG provided due diligcncc .
" assistance to a US merchant bank looking to invest in a major suppher of chemicals. Electricity
.. costs represented over 50% of the variable cost of the company’s product line. My. Erling
assessed the company’s procurement strategy for electricity and the outlock for electzicity
prices in the jurisdictions in which operated. We assessed the Jikely impact from wtility
restructuring in a numeber of the jurisdictions, which sparmed both sides of the 10.8.-Canada
border. M. Erling highlighted a number of risks at some of the plants in question, as well as

the potential for cogeneration at several of the other plants, whlch had veady access to a supply
of Jow-cost foel.

» US. Generation Company—Acquisition Due Diligence. KPMG provided due diligence
assistance to this US utility considering the purchase of OPG generating assets. Mr. Erling
assessed the business implications of long-term contracts for the supply and delivery of natural
gas to the facilities concemned.

» Independent Power Producer—Review of Business Plamung Tools KPMG was retained by
a major independent power producer in Ontario to review its business planning tools and ’
‘approach to optimizing plant operations. Mr, Exling interviewed plant managers and reviewed
in detail the company’s cantracis for the sale of power and for natural gas purchase and
delivery. To respond to increased volatility in natral gas prices, Mr. Erling recommended the

development of formal software tools to identify optimal operating strategies and to documeut
and cndlfy current busmess practices.

R
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» Toronto Waterfront Revitalization Corporation—Project Planging. Mr. Brling has been
providing a wide range of advice with respect to the implementation of a major new disfrict
' energy syster along the Toronto Waterfront.. This project, which entails the supply of both
heating and cooling services, will be developed using a Poblic-Private Partoership model. M,
" Erling’s role has incleded the following: ) ) s :

» Prepating a detailed financiat model to assess the project’s financial refums under a vasiety -
. of scenarios, taking into account castomer growth, demand levels, pricing strategies and
. afternative approaches to configuring physical plant. T .
" = Bvaluating the business case for altemative energy supply options, iucltiding theuseof -~ °
small-scale cogeneration and supply of waste heat from the Portlands Generating Plant. -
"« Developing a .priCiﬂg structure and regulatory regime to protect the interests of building
owners in the district. :

+ Conducting a market sounding process with potential Pprivate-sector propanents, to assess
developer response to gltefnative deal structures, ’ :

'+ Participating in the development of a detailed development agreement to protect the
interests of TWRC and its public stakeholders. This inchided provisions allowing for
cogeneration, the purchase of thermal energy from outside suppliers, and the supply of
energy and capacity to external customers. 5 : .

» Parficipating in the technical evaluation of responses o a Request for Qualifications
process. : _ L . o
+ Assisting in the development of a procurement strategy for maxinizing competitive tension
in the procurement process. . :
Work on this project is ongoing. . . :

» District Cooling—Optimization of Operations. On behalf of this client, Mr. Erling prepared
a detailed operating model of the cHents’ district cooling system, The model takes into account
the monthly and hourly load profiles of different customer types, as well as the aliemnative
sources of cooling within the system and their associated operating costs and capacity limmits.
The model is currently being nsed to optimize the operating parameters of the cooling system

~and to refine pricing strategies for different customer groups. . S

Distribution and Transmission : .

» New Brunswick Power—Overhead Capitalization and Corporate Cost Allocation. Mr.

- Erling helped this client update their policies and models for the capitalization of overhead costs -
and for the allocation of general corporate costs to a number of operating entities. Qur work
included the development of appropriate cost drivers for the allocation of opesating and
maintenance costs between capital and operating expenses. This study also included a review
of the approach that the company used to charge direct labour burdens to capital projects at the’

. company. ) :
»  Union Gas—Overhead Capitalization Policies. Mr. Erling helped this client update their
- policies and models for the capitalization of overhead costs. Our work inclnded the
development of appropriate cost drivers for the allocation of operating and maintepance costs
between capital and operating expenses. This study also included a detailed assessment of the'
linkage between various support functions and capital activity at the company. ‘

+ Toronto Hydro—Treatment of Tax Variances. 'During the OBB's recent 2006 EDR process,
KPMG prepared a report for Toronto Fiydro on the treatment of tax variances in the LDC rate-
- setting process. Atissue was the treatment of vatances between actual and forecast taxes jn a .
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régime where revenue and expense variances are not subject to true-ups. J onathan then .
provided expert testimony at OEB hearing on our findings and conclusions. Our 1eport wag

. supporied by a number of major players in the L.DC sector, inchuding Hydro One, Hamilton

Utilities Corporation, and PowerStream.. The OEB adopted the treatment that was
recommended in our report. -

Eawin Powerlines-—Regulatory Asset Assistance. On behalf of this client, KPMG developed

a delailed estimate of the costs that wounld have been incurred, nnder normal project
management conditions, to ingtall a Customer Information System (CIS) to meet the
Tequirements for opening of the retail market. This counter-factual estimate was needed
because the actual circumstances of the client’s implementation process did not meet certain
tests required by the OEB for cost recovery. Jonathan served ag a key member of the project
team, and provided input on regulatory issues associated with this estimate.,

Enwin Utilities—Development of Cost Allocation Methodolegy. M. Eding managed this
project to develop a cost-allecation methodology for Enwin Utiliies (Bwl), which is an
affiliate of the Yocal electricity distribution company in Windsor. EwU provides a variety of
shared services to the electricity LDC, the water commission, a telecommunications provider,
and a competitive energy affiliate. Services provided include finance, human Tésources,
custoner service, stores managément, and fleet management. Our cost allocation methodology
takes into account the underlying cost drivers in various departiients, and calculates end-user -
shares based on a detailed assessment of services provided. o

Town of Aurora—Sale of Eleciricity Distribution Utility. Mr. Briing provided financial
advice to Council at the Town of Aurora during its deliberations over the futre of the Town’s

~ local distribution utility. Council evaluated a range of options, including two purchase offers, a -

merger proposal, and operatior on a stand-alone basis, Council nltimately decided on a sale
option. M. Brling also provided advice og terms of the parchase contract. .
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Frank Chen, Senior Manager

Background : ) ‘ . _

Frank has been with KPMG for mine years and is a Director in the Risk and Compliance practice iu -
Calgary. Frank also serves as the Financial Risk Management / Energy Risk Management service line

“Jeader for Western Canzda. Frank has over 14 years of experience in developing and implementing
- sk management solutions for companies engaged in energy transacting activities. '

Professional and Industry Experience -

Frank is an energy specialist-who focuses on risk management practices, energy procurement, hedging
strategies, valuation methodologies, risk governance, analytics, and trading infrastracture. _

Representative Experience

* Performed a risk assessment of the power business unit ofa federal agency in the Northwest. This
risk assessment involved a gap analysis of governance, power procarement and credit roles and
responsibilities, policies and practices, and back office procedures against leading industry © .
practices. The review included an nnderstanding of hydrologic generation, load/resdurce balancing,

- operational planning, and “SLICE” products. ) S : .

» Performed a risk réview of the wholesale energy business activities for three ‘Washington public

- utility districts and their power management agent. This, risk review applied a modified risk control
framework to correspond with each utility inherent obligation to serve load. The review included an
assessment of the power management agent’s supply and demand forecasting practices as well ag
governance, roles and responsibilities, valuation and market risk'measurement, credit, and
‘operational controls. : . ' :

‘e Petformed a risk assessment of the trading and marketing wnit of a scuthwest hvestoriov(rn;d.

utility. The risk assessment focused on middle and back office functions and resulted in '
.recommendations addressing model backtesting, valuation_ adjustments and reserve methiodologies,”
and independent reconciliation practices

Technical Skills
Software: _
o Allegro, TriplePoint, Excelergy, Qpenliok

Publications and Speaking Engagefnen!s o
* “Enterprise Risk Management”, IECA Conference, Orlando, October 2009

s “Applying Enterpﬁsc Risk Analysis to Corporate Ratings,” IIA. Roundtable, Los Angeles, October
2008 ' . : . .

= “Sarbanes-Oxley, On the Road to Compliance and Bey ad,” EPRI Conference {San Diego),

February 2004 '
* “Weather Derivatives — Know Your Options,” Energy Houston, February 2000 ‘
“Energy Risk Management Fondamentals,” Florida Progress Executive Education, September 1998
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1. TERMS AND CONDITIONS.

.

a. . The Terms and Conditions are an integrad part of ihe accompanying

. Proposal or Engagement Letter from KPMG that ideniifies the engagement

to which they relate. . -
b. In the event of conflict hetween the Proposal or Engagement Letter

and the Terms and Conditions, the Terms and Conditions shall prevail |
unlass specific teference fo a provision is miade in the Proposal dr, .
Engagemen! Letter. Other capltalized words in the Terms and Gondiions .

" shall have the meanings given fo them in the Propesal o Engagement

Letter. N
2. SERVICES, - . .
KPMG will use reasonable efforis to compilete the performance of the

services within any agreed-upon time-frame. It is understood and agreed
that KPMG's services may include advice and recommendations; but all

decisions in connection with the implementatioh of such advice and .

recommendations shafl be the responsibility of, and made by, " Client.
KPMG will nol perfore management functions or make managsment
decisions for Client. Nothing in the Terms and Condifions ehall be
construed as preciuding or imiting In any way the right of KPMG to provide

services of any kind or nature whatsoever to any person or enfity as KPMG )

inits sole discrefion deems appropriate.

3. ' CHLENTY RESPONSIBILITIES.

a. Client agrees to cooperate with KPMG in the performance of the

services under the Engagement Letter and shall provide or -amange to -

provide KPMG with tinely access to and use of the personngl, faciliies,
equipment, dala and information to the extent necessary for KPMG to
perform the services under the Engagement Latter. Client shall be

- responsble for the performance of its employees and agenls and for the

agcuracy and completenass of all data and infermation provided to KPMG
for purposes of the performance by KPMG of iis services hereunder. The

" Proposal or Engagement Letter may sei forth additional responsiblities of

Client in connection with tha engagement. Client acknowledges that
Cllent’s failire to perform these obligations could adversely impact
KPMG's ability fo perform its services. -

b. Client agrees that Cliznt, and not KPRG, shalt perform the following
functions: (i) make all management decisions and petform all management -

functions; (i) designate an Individua! who possesses stitable skill,
knowledge and experience, preforably within senior management, to
oversee the performance of the services under the Engagement Letter,
and ta gvaluale the adequacy and resulls of such services; (i) accept
responsiblity for the results of stuch services; and {iv) establish and

wmaintain Intenal controls over the processes with which such services are

cohicemed, including, withaut limitation, monitoring ongoing aclivities,

c. - Client acknowledges and agrees that KPMG will, in performing the
services, base its conclusions on the facts and assumplions that Ghient
fumnishes and that KPMIG may use dala, material, and other information
fumished by or at the request or direction of Client withottt any
independent investigation or verification and that KPMG shall be enditlad to
rely upon tha acouracy and compieteness of such data, matedal and other
information. Inaccuracy or Incompleteness of such data, material and other

information furnished to KPMG could have a material efiect on KPMG's
conclusions. - . . :

d. Chent ackhowledges that information made available by H, or by the

others on Chenf's benalf, or otherwise known to pariners or stalf of KPMG
who are not engaged in the provisions of the services shall not be desmed
e have been made available to the individuals within KPMG who are
engaged In the provision of the services hereunder, Client undertakes that,
if anything eccurs after Infarmation is provided by Client to KPMG to render
such information untrue, unfair or misleading, Client shall promplly notify
KPMG.

4. BErontNG.

2. Durng the performarce of the services, KPMG may supply oral, draft
of interim advice, reporls or presentations but in such circumsiances
KPMG's written advice or final written report shall take precedence, No
refiance should ba placed by Cliert on any oral, draft or inferim advice,
repoits or presentations, Where Client wishes 10 rely on oral advice or oral
preseniafion, Cilen! shal Inform KPMG and KPMG will provide

* docurnenlary confirmation of the advice concerned.

b.  Subsequent to the completion of the engagernent, KPMG will not

update fts advice, recommendations or work product for changes or

EASTWM2638612.2 ~

' YERMS AND CONDITIONS FOR ADVISORY AND TAX SERVICES

modification {0 the law and regulalions, or to the judicial and -
" administrative interpretations thereof, or for. subsequent events or
. lrangacfions, unless Cllent separately engages KPMG to do so in writing :
affer such changes or modlfications, Interpretations, events or ~ 7 .

transactons. N
5. WORKING PAPERS AND USE OF REFORYS.
KPMG also retains all fights {Including copyright) in all reports, wriiten

advice and other working papers and matedals developed by KPMG-
during the engagement. Unless contemplated by the Engagement Letter,

all reports and wiilien advice are fntended solely for Cllent's Intemal use” ™
" and, where appliczble, government taxalion authorities, and. may not ba-

edited, distributed, published, made avafiable or relied upon by any other

person without KPMG's express writien permission, if such permissionds - . | -

given, Client shalf not publish any extract or excerpt of KPMG's written

advice or report of refer to KPMG wilhout providing the enfire advice or - - -
. report at ihe same fime. Subject to the restiictions of Section 6, KPMG s

entiled I use or develop the knowlsdge, experience and skills of
general application gained through performing the engagement.
6.. CONFIDENT(ALITY.

a Excep! as described in seclion § above, Client will trest in
confidence any KPMG methodologies, know-how, knowledge,
application o7 software Identified by KPMG as confidential information of -
KPMG, and will not use or disclosa sich confidential information of. |

- KPMG to others,

b. KPMG will treat as confldential all proprietary Information obtalned” .
from Client in the course of the shgagemant and, except as described In
this section, KPMG will only use such information in connecion with the - .~
performance of its services. :

c. ' The above restiiclions shall not apply to any confidential information-
that: (i).is required by taw or professional standards applicable to KPMG
to be disclosed; () that is in or hereafter anters the public domain; (i}

-Thatis or hereafter becomes knawn to Client or KPMG, as the case may
be, without breach of any confidentiality obligafion: or {iv) that is --

mdependently developed by Client or KPMG, as the case may be.

- d. - KPMG shall be entitied io include a description of the services -

rendered in the course of the engagement in marketing and research -
materfals and disciose such information to third parfies, provided that all
such informalion will be rendered anonymous and not subject to
assogistion with Cllent.

8. [INTENTIONALLY DELETED]

£ [INTENTIONALLY DELETED]
7. PERSONAL INFORMATION. .
KPMG may be required to coflect, use and disciose personal information

about Individuals during the cowrse of this engagement. KPMG will only
collect, uss or disclose such personal information in accordance with the

-KPMG Privacy Policy, a copy of which will be provided on request.

B,  INFORMATION PROCESSING OUTSIDE oF CANADA.

INTENTIONALLY DELETED]

9.  CONSENTS AND NOTIGES.

INTENTIONALLY DELETED]

18, TAXesBILLING/EXPENSES/FEES.

& Al fees and other charges do not include any apphicable faderal,
provincial, or other goods and services or sales taxes, or any other taxes
o duties whether presently in force or imposed In the future, Any such -
taxes or duties shall be assumed and paid by Client without daduction
from the fees and charges hereunder, : .

b, Bills, inciuding, whhout fimitation, a charge on account of afl
reasonable expsnses, including travel, meals, accommodations, long
distance, telecommunications, photocapying, delivery, postage, clerical
assistance and database research will be rendsred on a regular basis as .
the engagement progresses. Accounls are due when rendered. nterest -
on overdue accounts is calculated at the rate noled on the invoice
cormmencing 30 days foflowing the date of the invoice.

. Without limjling its rights or remedies, KPMG shail have the right to

halt or terminate entirely its services untit payment is received on past
due inveices. . . .
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© . d. [INTENTIONALLY DELETED]'
.11, LIMITATION ON WARRANTIES,

THIS IS A SERVICES ENGAGEMENT, KPMG WARRANTS THAT T
WiLE. PERFORM SERVICES HEREUNDER IN GOOD FAITH WITH
QUALIFIED PERSOMNEL IN A COMPETENT AND WORKMANLIKE
MANNER .IN ACCORDANCE WITH APPLICABLE JNDUSTRY
STANDARDS. KPMG DISCLAIMS ALL . OTHER WARRANTIES,
REPRESENTATIONS OR CONDITIONS, ENHER EXPRESS OR
IMPLIED, INCLUDING, WITHOUT LIMITATION, WARRANTIES,

"REPRESENTATIONS OR CONDITIONS OF MERCHANTABILITY OR

FITNESS FOR A PARTICULAR PURPOSE.
12, LIMITATION ON LIABILITY.

L& Client agrees that KPMG shall not be liable to Ciiem for any actions,
. damages, claims, liabilifies, costs, expenses, or losses Tn any way arising

out of or refating to the sarvices porformed hereunder.,
b. In the event of a clalm by any third parly against KPMG that arises

" out of or relates to the services performed hereunder, Client wil indemnify

KPMG from all such claims, Habliities, damages, cosls and expenses,
Inictuding, without limitation, reasonable legalfees, -

€. In no event shay) KPM@ be fiable for consequential, specta), indirect, -

incidenta!, punitive or eXernplary damages, cosls, expenses, or losses
{including, witheut Emitation, lost profits and apportunity cosis). In any

aclion, clatm, loss or damages arising out of the engagement, Client .

agrees that KPMG's lfability will be several and not joint and several. Client

may only claim payment from KPMG of KPMG's proportienats share of the -

total fiabiiity based on degree of fault. . .

d. For puposaes of this seclion, the ferm KPMG szhall inciude its
astoclated and affiliated entities and thelr respective partners, directors,
officers and employees. The provisions of this sacfion shall apply
fegardiess of the form of action, damage, claim, lability, cost, expense, or
Ioss, whether in contact, statute, tort {including, without limitation,
negligence) or ctherwise. : . .o .
13. LEGAL PROCEEDNGS,

a.  Client agrees to notify KPMG promplly of ahy request received by
Cliént from any court or applicable regulaiory authority with respect to the
services hereunder, KPMG's advice or report or any refated doctmnent,

b. If KPMG is required by law, ‘pursuant to government Tegulation,
subpoena or other fegal process o requested by Client to produce
documents or personnel as wilnesses arlsing out of the engagement and
KPMG is not a party 1o such proceedings, Client shall refmburse KPMG ai
standard billing rates for professional time and expenses, including,
without limitation, reasonabie legal fees, incurved In responding to such
requests.

. & When requested of required by faw, subpoena or other legal process .

or otherwise, lhat KPMG provide information and documents relsting - fo
Client's affairs, KPMQG will use all reascnable efforts to refuse o provide

" information and documents over which Client asserls isgal prvilege or -

which has been acquired or preduced In the context of the engagement of
legal ‘counsel by or on behalt of Client, except where providing such
edpies, access ar Information is required by law,- by a provinclal

. Institute/Ordre pursuant to its statutory authosity, or a public oversight

board In respect of reporfing issters (both in Canada and abroad) pursuant
o its contraciual or statutory authority. Where Ciient provides any
document to KPMG in respect of which Cllent wishes to assed legal
privifege, Client shall deatly mark such dogument “privileged” and shall
otherwise clearly advise KPMG that Client wishes o maintain legat
privilege In respect thereof.

14, LIMITATION PERIOD.
No action, ragardless of form, arsing under or relating to the engagement,

may be broughi by eithar party more than onhe year afler the cause of
action has accrued or in any event not more than five years affor

completion of the engagement in the case of an advisory services .

engagement and not more than elght years .afier completion of the

- engagement in the case of a tax services engageiment, except that an
_action for non-payment may be brought by & party not later than one year .
- following the date of the last payment due 1o Such party hereunder. For

purposes of this section, the term KPMG shall include Its associated and
affiliated entities and their respeclive partners, dirsstors, officers and

. employees, :
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15, :réﬂMlNATION. e

Unless terminated sooner in accordance with fts terms, the engagainent.
shall terminate on the complation of KPiMG's services hereunder, which

" completion shalt be evidenced by the delivery by KPMS to Client of the -

final Invoice in respect of the services performad hersunder, Should:
Client not fulfi¥l lts abligations set out herein or in the Engagement Letter
and in the absance of reclification by Client within 10 days, KPMG may,
upon witten nollve, terminate iis 'performance ‘ang will not be
responslble for any foss, cost or expense resulfing. The engagement
may be terminated by either parly al any time by giving written nolice 1o
the other parly not less than 30 calendar days before the effective date
offermination. Upon eardy termination of the engagement, Client shall be
responsible for the payment to KPMG for KPMG's e and expenses
incurred up to the termination date, as well ds reasenabls time and

. expenses to bring the engagement 1o a close in a prompt and orderly.

manner. ) . ,
16. E-MAL COMMUNICATION. -

Client recognizes and accepts the risks assoctated with communicating
by Intemet e-mall, inchuding {but without fimitation) tha fack of security,
unreliability of delivery and possibie loss of confidentialty and privifege.
Unless Cliert requests in wiiting that KPMG does not coramunicate by
Internet e-mail, Client assumes all responshifity or iabllity In respect of

- risk associated with its use.

17. PoIENTIAL CONFLICTS OF INTEREST,

INTENTIONALLY DELETED}
18.” FORCE MAJEURE,

Neithar Cliant nor KPMG shall be liable for any delays resulting from
circumsiances of. causes beyond its reasonable confrol, including,
without limitation,” fire or other casyally, act of Ged, stike or labour
dispute, war or other vialence, or any law, order or requirament of any -
governmental ageney or autharity. . -

- 18. INDEPENDENT CONTRACTOR,

[INTENTIONALLY DELETED)

‘20, SURVIVAL.

Secfions 1 to 17 and 20, 21, 25, 26 and 30 hereof shall Survive the
expitation or termination of the engagernent. .

21, SUCCESSORS AND ASSIGNS.

The Terms and Conditions and the accompanying Proposal or
Engagement Letier shall be binding upon the parlies hereto and their

- respeciive associated and affiliated entities and their respective partners,

directors, oificers and employees and successors and-permitted assigns. n
Except as previded below, nelther parly may assign, transfer or delegate”
‘any_of ihe rights or obfigations hereunder without the prior wiilten
consent of the other parly, KPMG may assign its rights and obligations
hareunder to any affiliate or successor in Interest to all or substanilally all
of e assets o business of the relevant KPM@ practive, withoul the
consent of Cllent. tn addition, KPMG may engage independent
cantractors and member firms of KPMG Intemationat io assist KPMG in
performing the services hereunder, : '

22, SEVERABUITY.

The provisions of the Terms and Conditions and the accomparying
Proposal or Engagement Letter shal only apply to the extent that they
are not prohibited by a mandatery provision of applicable law. if any of
these provisions shall be held 1o be invalid, void or unenforceabls, then
the remalnder of the Terms and Conditions and the attached Propesal or
Engagement Letter, as the case may be, shall not be affected, mpaired
or invalidated, and each such provision shall be valid and enforceabla o
the fullest extent permitted by faw. : .

- 23. EWTIRE AGREEMENT, . .
" The Terms and Condilions and the .accompanying Propesal or

Engagement Letter inchuding, without fimitation, Exhibils, constitute the
enfire agreement between KPMG and TClient with respect 1o the
engagement and supersede all other oral and wiillen representation,
understandings o agreements relating to the engagement. -
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24." GOVERNING LAW.

The Tems and Condifions and the accompanying Proposal - or

Engagement Leiter shall be suhjedt to and governad by the laws of the
province Tri which KPMG's principal office performing the sngagement is

+ located (without regard to such provinee's rilss on conflicts of law) and alt -

dispules arising heretinder or related thereto shall be subject ta the
exclusive jurlsdiction of the courls of stich provinge,

© 25, PUBLIGTTY.

BNTENTIONALLY DELETED)
26. KPMG INTERNATIONAL MEM3ER Fiams. . .
In the case of mulfi-fim engagements, all mamber firms of KPMG

-+ .Intemational performing services hereunder shall be enfitied to the benefis

of the Terms and Condifions. Client agrees thal any clalms that may arise
out of the engagement will be brought solely ' agalnst KPMG, the
contracling parly and not against any othar KPMG International member
firms. - : i C s

27.  SARBANES-OXLEY ACY.

Except as set forth In the Engagement Leiter, Client acknowledges that
completion of the engagement or acceptance of KPMG's reports, advice,
recommendations and other deliverables resuling from the engagement
witl not consBitite a basis for Client's assessment of Internal control aver
Tinancial reporiing or Clients evaluation of dizclosure conroés and
pracedures, ot its compliance with Hs principal officer ceriification

requirements urder Seclion 302 of the Sarbanes-Oxley Act of 2002 {the

*Act). The engagement shall not be consirued 16 support Client's
responsibiifies under Section 404 of the Act requiring each annual report

: fited under Seclion 13(a) or 15(d} of tha Becuwritfes Exchange Act of 1834

10 conltain an internal contrdl report fram management.
28, - NATIONAL INSTRUMENT 52-108. . .
Except as sef forth in the Engagerment Letter, Client acknowledges that

completion of the engagement or acceptance of KPMG's reports, advica,
recommendations and other deliverablas resuling from the engagement

EASTM2538612 2

wilt not constitute a basls for Client's evaluation of disclosure conlrofs . !
and procedures, or fts compliance. with. Is CEQ/GRG certification
tequiremenls “under . National Instrument 52-109, -Cerfification of '
Disclogurs in Issvers’ Annual and Inferim Filings, Including those related
e the design of internal control over financial feporting. -

29. SPECIFIC ACCOUNTRIG ADVCE,

Exwept as set forth In the Engagemant Letter, the engagement does not

_contemplate the provision ef specific accounting advice or opinions or

the issumnce of a writfen report on the application of accounting - -
slandards o specific fransactions and facts and circumstances of Cilont,
Such services, if requested, would be provided pursuant to a separate .
engagement,- - . .

30. TAX SERVICES.

[INTENTIONALLY DELETED
31. LiP.. L . .
KPMG LLP s a registered limited liability parinership ("LLF") established -

- under the laws of the Province of Ontario and, where appficable, has

been tegistered exira-provincially imder provincial LEP legislation.
KPMG is a parinership, but its patiners have a degree of limited liability.
A partner is not persenally liable for any dabts, obligations or liabilifies of .
the LLP that afise from a negligent act or omission by another partner or .

- any persen under that other pariners direct supervision or contral. The

legislation refaling to, limited liability partnerships does not, however,
reduce or limit the fability of the firm. The firm's insurance exceeds the
mandatory professional indemnity insurance refifirenents established
by the varlous Institutes/Ordre of Chartered AccoUntants, Subjéct to the
ather provislons hereof, all pariners of the LLP tamain personally liable
Jor their.own actions and/or aclions of those ‘they directly supervige o
conlrol. . . ’
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MANITOBA Order No. 32/09
THE PUBLIC UTILITIES BOARD ACT

THE MANITOBA HYDRO ACT

THE CROWN CORPORATIONS PUBLIC
REVIEW AND ACCOUNTABILITY ACT March 30, 2009 |

Before: Graham Lane CA, Chair
Robert Mayer Q.C., Vice-Chair
Susan Proven, P.H.Ec., Member

AN ORDER APPROVING APRIL 1, 2009 RATES
FOR MANITOBA HYDRO
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March 30, 2009
Order No. 32/09
Page 47 of 48

IT IS THEREFORE ORDERED THAT:

1. MH's Appilication for approval of a 4% rate increase, effective April 1, 2009
BE AND iS HEREBY VARIED.

2. MH is to immediately file, for Board approval, revised rate schedules, to take
effect April 1, 2009 and demonstrate and recover a 2.9% increase in
revenues derived from energy rates (consistent with the methodology as
contained in Appendix 9, Attachment ‘D’ to the February 2, 2009 Status
Report) from all customer classes, except for Area and Roadway Lighting.

3. MH fo prepare a series of alternative 20-year scenarios (IFF/Power Resource
Plan/Capital Plan), to reflect: |

a) A pessimistic view of export prices (minimal U.S. - CO, pricing levels).
b) A periodic one-year drought (e.g. 2003-04).
~ ¢) A periodic multi-year drought (e.g. 1940's or 1980’s).
d) Zero long-term contract commitments.
e) A strong movement to domestic electric heating.
f) Existing transmission tie-line constréints.
g) Potential carbon tax on MH’s imports and a doubling of water rental rates.

4. MH to file by September 30, 2009, for Board approval, a conceptual outline
for an in-depth and independent study of all the operational and business
risks facing the corporation. The study to be a thorough and gquantified Risk |
Analysis, including probabilities of all identified operational and business
risks. This report should consider the implications of planned capital spending
taking into account export revenue growth, variable interest rates, drought,

inflation experience and risk, and potential currency fluctuation.



March 30, 2009
Order No. 32/09
Page 48 of 48
. In conjunction with the outiine requested in Directive 4, MH is fo file all
internally and externally prepared reports, since the 2003-04 drought, that
address any of and afl of the energy supply and other risks faced by MH.

. MH to file with the Board by February 28, 2010 an IFRS status update report
detailing the support for changes in proposed accounting policies, including
accounting policy options considered, transitional elections to be made, and
the potential financial impact of such policies and elections on net income,
retained eamings, customer rates, and key business and information
technology processes as well as providing an updated 20-year IFF reflecting
the financial impact of the proposed changes.

. MH file, on or before December 1, 2009, a full 20-year capital expenditure
forecast, together with draft terms of reference and timetine for a regulatory
review of MH’s planned capital program and its impact on consumer rates;

- MH file, ahead of the 2009/10 heating season, an update of its plans for a
fow-income bill assistance program; and

. MH file its next General Rate Application, ‘including any rate adjustment
requests for both 2010 and 2011, by October 1, 20009.
THE PUBLIC UTILITIES BOARD

“GRAHAM LANE, CA”
Chairman

‘H. M. SINGH"

Acting Secretary

Certified a true copy of Order No. 32/09 issued
by The Public Utilities Board

Acting Secretary



(¥

PUB/MH/RISK-74

Reference: KPMG Report — Main Report/End of May 2010 MH Workshop

<) Please indicate the time frame and extent that the KPMG review was intended to
capture in their analysis of MH’s forecasting procedures:

«  2009/10 +/ or
s 2004/05 to 2008/09 +/or
o 1999/00 to 2003/04.

ANSWER:
KPMG was not asked to review a particular time frame. Rather, their mandate was to review

the assertions made by the NYC which included the period from approximately 2006 to
2008. ) '

2010 10 29 ' Page 1 of 1
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PUB/MH/RISK-74

Reference: KPMG Report — Main Report/End of May 2010 MIIL Workshop
Risk Issue: MH Workshop

d) Please explain why KPMG (or MH) did not do a model verification run
employing the actual drought event data (GWh/¢/KW h/etc.) for the 2002/03 and
2003/04 period.

ANSWER:

KPMG was not asked to do a model verification run for 2002-2004 as it was prior to the
initial NYC engagement. KPMG reviewed Manitoba Hydro’s drought management
strategies, the validity of its models and forecasting technique. The results of that review
found:

— Manitoba Hydro’s process for forccasting water flow is reasonable; the process is
statistically sound and is a standard industry approach.

— The use of historical water flow data for forecasting is reasonable.

— Manitoba Hydro has taken appropriate care and due diligence in developing, operating
and maintaining the models.

Manitoba Hydro’s drought management strategies, models and forecasting technique were all

in place in 2002-2004 and testing them against that specific year with perfect hindsight with
regard to prices would not have changed the conclusions.

20101025 Page 1 of 1



" Public Usilities Board~ GRA 2010/2011 and 20115012
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NYC/_MH Issue # 26.

' Source:
SubIssuer

Subject:

NYC — MH -

e S e Tt S 2D

NYC Long Term Contracts
Risk

While Bydro has built its business on “preserving Long Term — -
Relationships” with key customers, it was also noted that '
-during the Drought of FY0304, none of the personnel

involved in the Long Term Contracting departments were

involved in offering beneficial quotes to Hydro. . It was
relationships created in the “short~term time frame” and

those counterparties (who have no long-term contracts or

price discount benefit from the Corporatlon} that in fact
assisted Hydro and provided eguitable discounts to assist

Bydro in its times of Drought. No long term staff from any’
utility was involved in the energy purchases through the

Drought. In fact, neighboring utilities such as-charged MH §
Manitoba Hydro the highest prices fox energy during the

last drought.

[D32S11] ' T R .

Public Document £1
Copyright NY Consunltant 2006-2010
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Pubhc Urilities Board-— GRAZ016/2011 and2011/2012 : ST
. .,NY Consultant R!skRepoﬁs . . . - Page 2160286

" NYC/MH Issue f 216, ' - o S e
-S';oiurc_,e: T OWYC li'li'sk L L ) ) L ) .

SubIssue:  Risk

- Subject: Losses in the FY0304 should have fallen within the-95%
- - confidence level and not exceeded $345MM as stated above.
. Unprecedented-losses posted in the Annual Reports were
caused by -internal mismanagement {including in ‘the gas
book) and cduld have been avoided..

NYC_ ~ MH - V5]

—

Public Docoment #1
Copyright NY Consultant 2006-2010




i et *“”vﬁ*"“ﬂ’v e Aaiy {-s ;‘i\:{f ST E g e Lo
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) Source: T ﬁfcbﬁisg :f . _— 'i - ) g ) i.. ;j?,' : .t i:h};
SubIss;e: Risk
.Subiecf; Stale and statlc prlces ;ere found to be used in the Hermes

system between FY0304 and FY0607. Even as MISO was
implemented in 2005, the Decision Support System was not
updated for several years to he currént with market
deregulatlon. Using stale prices €ven in dexegulatlon and
. . the Droughbt shows serious oversights and mismanagement in
: . - the .PS&0 department:- Direct Provincial losses of $44 -
’ ’ million dollars was noted. in.one yeatr alone. Rate-Payex
increases have had to fund these losses.

Using stale prices in deréguvlation was found to.be a huge

disconnect in Trading Floor operatlons by. the Bivzslon
Manager.

© o TNYC - MH - [8A] R T ' -

Public Docoment #1
Copyright MY Consltant 2006-2010




PUB/MH/RISK-99

Reference:  page 47 Exhibit 3—4
Risk Issue: HERMES Model Validation

a) Please provide the respective data points for the graph and provide a
comparison with actual versus forecast generation.

ANSWER:

See table below. These forecasts were produced in late summer or in the fall; hence early
months of the fiscal year forecast contained actuals.

Forecast Forecast Actual

Fiscal Year Date Generation Generation  Variance Variance
GWh GWh GWh %
1999/00 1999-09-09 29347 30146 799 3
2000/01 2000-09-27 32265 32687 422 1
. 2001/02 2001-09-24 33419 32557 -862 -3
2002/03 2002-09-10 29924 29118 -806 -3
2003/04 2003-09-10 21820 19369 -2451 -11
2004/05 2004-10-08 30918 31534 616 2
2005/06 2005-08-10 36516 37629 1113 3
2006/07 2006-08-22 33515 32121 -1394 -4
2007/08 2007-10-01 34330 35354 1024 3
2008/09 2008-09-24 34547 34528 -19 0
Average - 31660 31504 -156 0

)
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PUB/MH/RISK-99

Reference: page 47 Exhibit 34
Risk Issue: HERMES Model Validation

b) Please discuss the implications on the financial loss incurred as a result of the
2003/04 drought with interpretation of the above chart in (a)

ANSWER:

Actual hydraulic generation in 2003/04 was less than forecast in the beginning of September
2003. As a result there were increased costs associated with serving load demands than were
forecast for 2003/04. Offsetting these costs were higher than expected carry over storage into
2004/05 which resulted in increased net export revenue in 2004/05 vs. what was forecast in
fall of 2003.
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PUB/MH/RISK-99

Reference: page 47 Exhibit 34
Risk Issue: HERMES Model Validation

) Please discuss to what extent KPMG satisfied itself on the accuracy of Exhibit 3-
4

ANSWER:

KPMG Response:

Exhibit 3-4 was based on a table provided by MH to KPMG that compatred actual to forecast
generation ‘.for each of the fiscal years shown. KPMG verified that the numbers in the table
matched numbers provided in the relevant Generation Estimate reports for each year. With
respect to Generation Estimate report, we reviewed both the reports containing actual data
after the fact and the forecast reports produced in late summer for the purpose MH’s financial
forecasting process.
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PUB/MH/RISK-96

Reference: KPMG report page 30
Risk Issue: HERMES/ SPLASH Model Assumptions

a) Please elaborate on which of the NYC listed assumptions are correct and also list
the NYC assumptions which are incorrect such that KPMG determined that the
implications identified are not meaningful. Please provide reasons for each
specific case.

ANSWER:

KPMG Response:

KPMG developed a conceptual framework to guide it in its external quality review of
Manitoba Hydro, as detailed in Section 1.2. In applying this conceptual framework, KPMG
carried out a detailed review of the NYC Consultant’s Reports and other documents to group
the NYC’s assertions into the Issues and Themes as presented in the KPMG report. In
assessing the Issues, we took the approach that our work would not necessarily result in a
total concurrence with or rejection of the assertions underlying an Issue; in some instances,

‘we have found that we concur with some elements of an assertion and reject other elements.

Accordingly, we would suggest that readers of this report focus on the analysis of the Issues
as well as any recommendations that relate to the Issues, rather than focusing on whether we
concur with or reject any particular assertion. However, the key error made by the NYC was
assuming that forecast production schedules lead to corresponding sales of energy in future
periods through forward contracts. As a result, the NYC assumes that subsequent changes in
production forecasts for these future periods could result in financial losses as MH either
attempts to unwind these contracts or ends up being “short” in real-time energy markets.

20101025 Page 1 of 1



PUB/MH/RISK-96

Reference: KPMG report page 30
Risk Issue: HERMES/ SPLASH Model Assumptions

b) Without providing the details of any calculations, please indicate each case

where KPMG attempted to replicate the NYC’s estimates, and provide detailed
KPMG commentary on their findings from the analysis.

ANSWER:

KPMG Response:

We have noted in our report instances where we attempted to duplicate the numbers quoted
by the NYC as follows:

- Page 78: As noted in the text, we were able fo roughly duplicate NYC’s estimate of $50
million for the risks associated with water flow uncertainty.

~  Page 75, Exhibit 3-10. We came up with different numbers than NYC with respect to

correlations between prices in peak and off-peak periods.
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PUB/MH/RISK-95

Reference:  KPMG Report page 28

Risk Issue: Financial Model Testing

b) Please indicate whether KPMG undertook any back testing in assessing the
validity of the models. In particular was any back testing undertaken by KPMG
of the 2003/04 drought period. If not, why not?

ANSWER:

KPMG Response:

KPMG did not request any back-testing with respect to the 2003/04 drought period. This
period was out of scope for our analysis, because our work was focused on the period
covered by the Consultant’s Reports. We also noted that the 2003/04 drought had already
been the subject of a prior PUB review and of other external consultant reports.
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Introduction

RiskAdvisory is a Calgary-based consulting firm specializing exclusively in the provision
of energy risk management advisory services to members of the global energy sector.

Since its inception in 1995, RiskAdvisory has worked on advisory mandates with over

160 energy companies in Canada, the United States and New Zealand on a broad range of

issues surrounding the management of commodity and foreign exchange market risks.

RiskAdvisory has been retained by the Manitoba Hydro (“Hydro” or “the Company”) to
conduct a thorough review of the risk exposures that have arisen from participation in the
wholesale electncxty markets and fuel procurement activities. Specifically, RiskAdvisory

has been retained to complete the following tasks

* Provide a half-day risk management workshop with content determined in
consultation with Hydro. The workshop took place on November 12™ in Hydro’s
offices in Winnipeg;

* Assist in building an internal consensus around the objectives behind the

trading/export market activities;

* Assist in the design of appropriate benchmarking tools in order to properly assess
the success of any trading/export market activities;

" Advi_ée Hydro on appropriate strategies to optimize the power supply and export
market portfolio and fizel purchasing activities,

This report is a preliminary report that sets out the primary risks facing Hydro that are a
direct result of their activities in the wholesale power and fuel markets. The report is
meant to stimulate further discussion of the magnitude of the risks, as well as determining
appropriate benchmarks and implementation strategies. A final report, outlining the risks
in greater detaﬂ appropriate benchmarks, and implementation strategies will be
completed and delivered to Hydro no later than March 3 1, 2003.
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Background

Manitoba Hydro has been engaging in off-system sales for more than 40 years.
Explosive growth in this activity occurred in the late 1990°s when export sales increased
from under $300mm in revenue to 2002 when export sales revenue topped $600mm.

Over the past two years the export sales market, as a percentage of electric revenues, has

made up over 40% of total electric revenues compared to less than 10% in the early 90°s.

Hydro has 5,480 MW’s of installed capacity. Of this amount, 4,978 MW’s are hydro
based, 406 MW’s are gas based, and 96 is coal-fired generation. Hydro’s peak day
occurs in the winter at a maximum of 4,100 MW’s leaving ample supply for off system
sales to Saskatchewan, Ontario, and/or the U.S. During the summer Hydro’s peak is
approximately 3,100 MW’s. In addition to domestic load, Hydro has over 1800 MW’s
sold in the forward export market mainly during the summer season to US customers,
some of which go out over the next 15 years. With domestic load growth these forward
sales gradually will terminate. New generation is not required to serve the domestic

detnand until around 2020.

The fargest unknown in the portfolio is the availability of hydro resources. The risk of a
drought is a primary reason that more long-term firm sales have not been consummated.
Overselling firm power beyond dependable resources would put Hydro in a riskier
position, exposing it to supply shortfalls and to potentially high costs resulting from
having to buy wholesale power. Hydro’s dependable resources already expose it to the
high cost of natural gas fired generation and/or wholesale power purchase costs during
extreme drought conditions when power from hydro resources is unavailable. Hydro also
has to contend with a risk of lost revenues if they do not make enough firm export sales
and the energy is sold in the spot market. In addition Hydro has to contend with the risk

of spillage if reservoirs are not drawn down and inflows are above average.

Over the past several years, Hydro’s domestic electricity rates have been regulated on a
cost of service basis, The Company is also overseen by a Crown Corporation Council
that acts on behalf of the shareholders or taxpayers of Manitoba. In 1999, Manitoba
Hydro purchased the Manitoba gas LDC, Centra Manitoba (“Centra™). Centra was
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st Energy, a private sector company based in Vancouver.
Centra was, and still is, regulated differently than Hydro, on a rate-of-return basis.

RiskAdvisory and Hydro met in November 2002 to discuss the risks that Hydro is facing
from its activity in the wholesale power markets and from its fuel procurement activities.
Based on the information provided to us, we have come to the conclusion that the Power
Sales and Operations Division of Manitoba Hydro has a very solid understanding of what
risks it faces. The challenge going forward will be to determine the magnitude of the
risks, how to benchmark the risks, what instruments are available in the marketplace to
manage these risks and how to implement a strategy that optimizes the risk/return of the

generating assets.

Revenue Risks

Manitoba Hydro has sold over one billion dollars ($1 bln) in exports over the past two
years. The customer base has gone from 5 customers to over 90 customers since
November 1996. Export sales have accounted for over 40% of total electric revenues
with the revenue from one sale to NSP (a large Minneapolis based utility) accounting for
about 35% of the total. Manitoba Hydro’s current target for net export revenues (export

sales minus associated costs) is 26%.

The recent unexpected large increase in export revenues has given the government of
Manitoba the ability to put a dividend policy in place. The magnitude of the dividend is
such that the export sales are counted on in order to make the dividend payment.

Committed Long Term Firm Contract Revenues
The majority of Hydro’s long-term contracts are at a fixed price with an escalator tied to

'some kind of price index such as PP or CPL The risk around the CPI or PP] has been

initially estimated at around $10mm per year'. Given that Hydro likely has costs that are
also associated with a lower price index, the absolute magnitude of this risk is likely
small and therefore deserves a lesser foeus than other risks within the risk management

programme. The main risk tied to the committed long-term firm sales is on the cost side

Al figures in this report were provided by Manitoba Hydro for fiscal year 2004/05 and were not
Independently verified by RiskAdvisory.




of supplymg the contract power in a drought year. These risks will be discussed later in

the report.

Uncommitted Long Term Firm Contract Revenues

Manitoba Hydro estimates that there is a $40 million risk to its revenue from its
uncommitted long-term firm sales. This calculation is based on a $15 move from
budgeted expectations. While some may see this as an opportunity loss, we believe that
Hydro shoﬁld manage this risk as long as there is a dividend policy set by the
shareholder. If the $40mm risk was left open, the payment of the dividend may be at
risk. However, it should be realized that by locking in the sales at current levels,
opportunity :Iosses may result in a higher price environment.

The most 0phmaI method of managing this risk would be through the purchase of
electricity opt:ons Unfortunately, the market for electricity options is virtually non-
existent. Alternatively, this risk can be managed through a natural gas put option
programme. Given the high correlation between natural 'gas and power prices, Hydro
could purchase annually settled natural gas puis to protect against a fall in gas prices.
The theory is that as gas prices fall, power prices will fall. If Hydro enters into firm
power sales in a depressed market, the shortfall in expected revenue should be made up

with the payoffs from the put options.

Manitoba Hydro should begin modeling this and other risks through Monte Carlo
simulations._' While Monte Carlo modeling presents unique and complex problems, most
utilities are. moving in this direction for their risk assessments. This Monte Carlo
quantification will allow Hydro to make decisions as to an appropriate level of long-term
firm sales to make given the risk of drought, as well as the optimal amount of put options

required to protect the necessary revenue requirement.

Opportunity Sales

Opportunity sales are very short term in nature and are only made when the sales price
exceeds the cost of the additional supply needed to make the sale. Manitoba Hydro has
estimated $90 million in risk associated with this activity, which represents the entire
amount of opportunity sales in any one year. This level of risk is assuming a drought
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year and assurnes that no opportunity sales will be made due to poor water conditions.

The theory behind this is that all Manitoba generation will 80 to serve native load,

The Company can manage this risk with weather derivatives or weather insurance.
Hydro would pay a premium in exchange for insurance against a major drought. The
insurance payout would replace the revenue that would have been received from
opportunity sales. Again, the only way to analyze the management of this risk is through
a Monte Carlo simulation that analyzes the cost of the insurance relative to the risk of
having a $90 million shortfall.

Credit Risk

Hydro’s single largest credit risk is to NSP. Manitoba Hydro has contracts of varying
lengths with NSP. Recently a 10-year contract was signed which will commence upon
completion of an existing long-term contract that will expire in 2005. Based on peak
sales to NSP in the recent past, Hydro has estimated a credit risk of $45 million, which
represents 1 5 months of receivables. We believe this number to be too small. While
Hydro may recognize a problem exists as soon as NSP has not paid for the prior months
deliveries, it has been our experience that utilities rarely cut off such a significant
customer at that point. There may be delays due to discussions around contractual
obligations to provide assurances that could extend the delivery period. The Company
will more than likely have at least three months of deliveries before it terminates future
deliveries. That represents approximately $90 million in receivables at risk. However,
this value is tempered by the fact that a reasonable recovery rate would be anticipated
with a load-serving customer. In addition, high recovery rates in excess of 85% have

been associated with industries with physical assets, including utilities.

The other potential credit risk lies in the replacement risk of the long-term contract.
Hydro is exposed to replacing contract sales if NSP fails to perform its obligatiens and
power prices are lower than contract prices. The long-term sale is escalated by a GDP
index and therefore implies a price that is fixed in real terms. The risk of the contract
price exceeding market is low unless it is expected that over the long term, electricity

prices will decline in real terms. The value of the contract replacement risk would be
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equa) to the difference between market price and contract price. Again, this risk is best

modeled through a Monte Carlo simulation and it is likely to dwarf the accounts

receivable risk due to the length of the contract.

NSP is Hydro’s largest credit exposure but the Company has potential credit risk with all
90 of its customers. Hydro has been, and should continue to determine its credit
exposures to all counterparties. This is especially important given the occurrences over

the past 3 years with energy companies.

Credit risk can be managed by a number of tools including margining provisions within
contracts and through credit derivatives. Again, the Monte Carlo simulation will assist

Hydro in determining the most suitable products at the most reasonable cost,

Cost of Production Risk

Forward sales are also necessary to avoid price volatility in the spot markets or to avoid
spillage in high water years. This adds to the complexity of the issue of optimizing the
generation resources as the Company cannot make all of its export sales in the short term
market so it is forced into selling some of its production long term or run the risk of
dumping the energy at depressed prices or spill. On the other hand, selling long-term

:power opens the Company up to a risk of low water or high domestic loads in which they

will need all of their hydro resources to meet native load. In this case, there will likely be
buying either natural gas and/or wholesale power to meet their firm sales commitments.
This will be at a significantly greater cost than from the hydro resource, and there would
be a high probability that the cost would be greater than what Hydro is receiving for their
firm sales in that year,

Gas Volumes

In a drought year Manitoba Hydro would have to turn on its gas units in order to meet
native load and committed export sales. Without the availability of inexpensive water
resources, Hydro might have to use approximately 400MW’s of gas-fired generation that
would require approximately 110,000 gj’s/day of natural gas purchases to meet the firm
sales commitments under worse case conditions. Based on a forward gas price of $US
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3.70/Dtm, Hydro has estimated the risk of higher costs from running these gas units at
$175 million.?

Hydro shoﬁld focus on weather derivatives or insurance to cover this risk. Similar to the
discussion on weather insurance earlier in this report, Hydro would pay an insurance
premium for this coverage and get paid based on a low water year. Hydro should focus
on the Monte Carlo simulation as the basis for any weather insurance acquisition. This

will assist Management in making the purchase decision based on sound analytics.

Gas Price

Associated with the gas volume risk is the gas price risk. Hydro’s analysis showed a gas
volume risk of $175 million based on a gas price of $US3.70/Dtm. At the same time,
Hydro calculated a risk of $210 million based on the risk of increasing gas prices. As
events over the past few months have shown, this risk is real. Based on the current higher
mean and volatility, this risk would be closer to $350 based on the same 98% confidence

level.

Hydro should look at acquiring natural gas call options or costless collars to cover at least
a portion of this risk. Again, Monte Carlo analysis will help in determining the proper

‘amount and the cost to acquire these options.

Power Purchase Volume

During the course of a drought year, Hydro will have to purchase power from the
wholesale power markets in order to meet its firm load commitments. Similar to the gas
volume issue, this power will be much more expensive than the lower cost hydro
resources that the Company owns. Hydro has estimated the volume risk to be $110
million based on current MAPP prices.

Similar to the gas volume risk, this risk can be managed through the use of weather
insurance, Agam Monte Carlo simulation software is necessary to properly analyze the
cost of the insurance relative to the benefits that the Company will receive.

% Current gas prices of close to $US6.00/Dtm would put this risk at close to $300 milljon.




Power Purchase Price
Similar to the gas price risk discussed earlier, Hydro faces the same risk to jncreased

power prices on the volumes it could need to acquire in a drought year. Natural gas fired
generation is the marginal source of electricity in the MAPP region during the peak hours
of the day. Under wide spread drought conditions which will affect other MAPP hydro
generation, there will be a significant reduction in overall hydro production which will be
replaced by a significant increase in gas fired generation exposing Hydro to purchase
price risk tied to the volatility of natural gas prices. Based on Hydro’s analysis, $90
million is at risk to increased power prices in a drought year based on the same 98%

confidence level used in the gas price analysis above,

The power markets have not developed to the point where a liquid option market exists.
As such, in order to properly hedge this risk, Hydro should look towards the liquid
natural gas option market to hedge the majority of this risk. During times when gas is
setting the market, this will be adequate protection. This protection device will begin to
break down in times of shortage pricing in the MAPP market due to the small size of the
Interconnections between the MAPP region and neighbouring power markets. In times of
shortage pricing, the MAPP power price will rise dramatically compared to the gas price.
Therefore, gas option protection will not be adequate during these times. Unfortunately,

there are not a lot of choices to cover this risk in today’s environment.

Similar to the other risks discussed, a Monte Carlo simulation will be necessary to

properly analyze this risk.

“Made in Manitoba Risks”

Examples of risks that exist from within the province of Manitoba are risks from higher
than forecast domestic load and maintenance of water reserves. These risks may require
Hydro to purchase additional power in the MAPP market, Although Hydro will receive
additional income from the additional domestic sales, it is unlikely to cover the purchase
costs. Hydro has estimated these risks at §150 million.

In addition there is also the risk of increased water rental payments and interest/guarantee
fees to the Province. It is unclear at this point whether these payments to the Province are

10
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risks that should be hedged as they might actually benefit other parts of the Manitoba
cconomy or tax base. Therefore, further analysis is required. Hydro has calculated these
risks to a total of between $110-130 million.

Again, weather insurance may be the appropriate method to cover this risk if indeed they
are risks that Hydro needs to manage.

Coal
Hydro also has a small amount of risk to coal and has estimated this risk to be under $15

million. The majority of this risk is tied to volume which can be covered with weather

insurance.

Regulatory and Political Risk

RiskAdvisory’s work in other jurisdictions has caused us to recommend to many clients
that they approach their respective regulator to present a proposed risk management
programme and effectively take a collaborative approach to gain approval to proceed.
This serves': to eliminate, to the degree possible, any negative hindsight review. The
fundamental_l concept here is that Hydro is acting in effect as agent on behalf of the

1atepayers with respect to the implementation of 3 risk management programme around

its risk portfolio, The Regulator should play a role in examining any proposed risk
management initiative and determine if it is in the best interest of the ratepayer. It is
imperative therefore that there be a strong collaborative effort between all interested
parties to share their views on the risk management programme parameters in order for

the programme to have any chance of long-term success.

Manitoba Hydro believes and RiskAdvisory concurs that more analysis is required to
refine the estimated magnitude of the risk elements in its portfolio described throughout
this report and to examine the availability and appropriateness of the various derivative
instruments that could potentially be used to manage these exposures. This will determine
if a comprehensive risk management programme is viable. If this determination is
reached, Senior Management approval would be sought and Hydro staff would work to
educate themselves to be equipped to manage such a programme. Once this stage is
reached Hydro would approach the MPUB to educate them on the magnitude of the risks

11



and the various options to manage these exposures on behalf of the ratepayer. The
objective would be to have the MPUB approve the programme parameters in principle ex
ante and avoid the potential for negative hindsight review to the degree possible. This
approach is consistent with Hydro’s historical relationship with the Board and

RiskAdvisory’s experience in a number of different regulatory jurisdictions,

RiskAdvisd;:y cannot over-emphasize the importance of documenting the risk
management programme parameters, establishing monitoring practices and reporting
capabilities as the potential magnitude of hedge losses and opportunity costs could be
substantial. It would be our further recommendation that Hydro contemplate the

following: -

* undertake to conduct periodic workshops with MPUB staff and ratepayer
representatives to enhance the understanding of the risk profile faced by

Manitoba’s ratepayers;

* provide MPUB staff with periodic updates on the status of Hydro’s long-term

risk position and its potential impact on rate volatility.

Agency Relationship with Affiliate

If Manitoba Hydro determines that 2 risk management programme involving denvatlves

is a viable course of action it will need to decide on the relative benefits of developmg the
required skill set to implement and maintain the programme internally or to outsource
this activity. The requisite skill set for natural gas transactions, at least, is already in place
at Hydro’s wholly-owned subsidiary Centra Manitoba and since gas options would seem
to be the primary means of hedging much of the Company’s drought year exposures to
price, it would seem to make more sense to use Centra’s existing infrastructure. Front
Office (execunon) Middle Office (monitoring and reporting) and Back Office
(settlements) are in place at Centra and could be utilized by Hydro on some kind of

service arrangement.

12
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RiskAdvisory also got the sense that there is a desire on the part of Manitoba Hydro to

break down any lines of distinction between the Company and Centra and a service

arrangement between the two entities could assist this goal.

Summary and Next Steps

The next steps that Hydro should consider in contemplation of going forward with a risk

managemeﬁt programme initiative are as follows;

develop a Monte Carlo simulation capability that will facilitate both the
quantification of the various exposures as well as the potential costs of the

instruments used to hedge the exposures;

review and determine the optimal instrumenis to employ in the risk management

programme;

establish criteria for benchmarking the risk management activities to properly

assess the success of the programme (this will not be easy);
develop an implementation strate 2Y;

develop policies and procedures with appropriate guidelines to ensure best

industry practices are adopted for the programme.
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Scope of Report

RiskAdvisory has been retained by Manitoba Hydro (“*Hydrd” or “the

Companv") to review tﬁEr-:'Cém'ﬁa-ny'si éﬁéi"‘gy*pértfdlid ﬁ"i:ar'iag'ément actlvities

2004 and prepare a regort on its :ﬁnding:_s-'.

‘Specifically, the analysis' will focus on Hydro's responses ‘to the drought
including forward purchases of electricity, book-outs of physical electricity,
the acquisition of natural gas storage, call and put optmn transactions on'

-ele:ctncity and natural gas, hatueal gas tolling ‘transactions; and the

subsequent unwinding of natural gas transactions.
The review will aiso look at the decision-miakirg process ;ign!byed‘ﬁby Hydro
in acqﬂi_fifh.g' the various risk ‘management products.
RiskAdvisery. interviewed key Hydro personnel involved In the d.;foug'ht
management including Executives, Managément, the Power “Trading

3_:Dfepartmeht;.andf-'t:he1Dﬂeratioh'S'-i_P_i'ainﬁihg staff.
RiskAdvisery reviewed key pieces of data ineluding

Master Purchase and Sale Agreements

:Electric!ty Transaction Confirmations;

‘Natural Gas Transactfon Conf‘rmatlons,

=Storage Injection and Wlthdrawal Schediiles;
Optic Transaction’ Confirmations;

Corporate Imiport/Export: Policies and Procedures;
Export: Strategy Ducumentation,

Analytics behind decisi fons;

Correspondence (Internal and External}.

Coooaon .m © i_t_:':"-ci.

wﬁm R
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Background

In 1989-1990, Manitoba Hydro sufferad its third worst drought since 1912
when records were first retained: with respect to hydrological input data.
‘Hydro did, not suffer another drought until the spring of 2002. By June-of
-2003, Manitobs Hydro ‘was-experiencing the second lowest: water inflows
‘since 181%-and was (n‘drought conditions unitil April 2004,

‘. The single biggest financial 16ss in- the: Company’s history occurted in 1989
‘when: they experienced a $28mm doliar loss. In the *03 drought, the
5(15%1':!'_1@1:‘{.‘}: Tlost: $436mm. The-major factors that can be attributed to the
substantial difference in. financial performance. from the ‘89 drought to the
03 d’ko‘ﬂ.g__bt?i'nc!.ude:.

) Srgnif‘cant increases in !ong-term fixed price export sales. In 1989,
the Company had 423 GWhs of long-term: commitments. In 2903 the
Cempany had over 6,100 GWhs of long-term commitments (see-figure.
1 for historical perspective), ‘These- sales generate ‘a substantial
-amount of revenue ifa’r'tﬁe'--ciompany; in ‘average, above ‘average, and
even moderately below average water flow years, The reverse is true.
in sighificantly below average years. In drought; the Company. does
not have enough generation to, meet domestic Manitoba load and:fulfill
their obligations under the long-term .export ‘sales arrangernents
:w’i-tf]ou-t draining reservoirs and risking energy shortages ‘should

drought conditions persist longer than anticipated. In order to
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minimize the ‘risk during drought years, Hydro must use afternate

sources-of supply to meet its export sales volumes.

:L: 8,000~
 eo00

4,000

GWhrs.

2,000

- The wholesale electriclty market has undergone deregulation and the

majority of energy is now transacted under market-based rates &s

Opposed to. cost-based rates that were in place in 1989, However,

although electricity transacted at market-based rates has to be “fair

and reasonable’, the “fair.and feasohable” test is so broadly defined
that it cannot be relied upon to eliminate the risk of “shoriage pricing”,

As an example, prices at Cinergy in the Midwest have traded above

$5,000 per MWh on several :accasions over the past five years.
Shortage pricing occurs when electricity sellers do niot have sufficient
power to sell into the marketplace to meet demand and are therefore
able to command significant: premiums .over the cost of the most

Inefficient unit in the marketplace,

BN RiscAovisony
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»

Most of Hydro’s market:activities are with the NERC region knowri as
MAPP, MAPP'hasa ‘sig'ntﬁCant-;a'tnouht- of hydro, coal, and 'natUrat;-:gas:
may ‘exist durifig peak demand periods. The :lik'e.!ihppd:. of shortage
‘pricing conditions in. MAPP is ‘exacerbated by the fact that limited
tt‘éithIﬂlfos'ion.. avallabilicy: from: other NERC districks ‘into MAPP, and
between northern and sauthern MAPP, coristrains the abllity to acquire

Tower-cost electricity from neighboufinig reglons.

Manitoba Hydro has gas-fired generation In Its mix of generation
-assets. These units did not exist in the 89 drought but now" accouirit
~for approximately 400 MWs of generation with an .above-market heat
rate of approximately 12.5. This makes Hydro’s units less efficient
than the vast majority of generating units in the reglon. The Initial
capital investment in these plants was based on the understan ding
that they would be tsed for reliability purposes and the trade-off was
‘accepted-between unit efficiency and upfront capital costs, As such,
the units will only be turned on:in emergency situations, drougfit
conditions or When shortage pricing exists in the reglon where
significant premiums:are being asked from the marketplace.

Natural ‘gas prices’ were (and still are) trading at very high levels
relative to historical prices. For miich of the period from 198¢ ‘to
2002, Canadian ‘natural gas prices traded from $2.00 to $3.00 per
;gfgajoule (“Gj") Since 2002 ‘gas: prices’ have: been tradmg above

$5.00/G] with eccasional ‘short-term spikes above $9!30 This served

A'DIVISION OF SAS. .
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to maks It Imore-expensive to fiin Hydro's gas units and increased the
cost to-cover export sales commitients giveh the positive correlation.
_'5é:EW'een‘:;regibnag'l gas.and power prices..

It should be noted that whu!e the Company was' feeiing the financial impact: of-

the dmught -at no-point was Manitoba load in immediate’ danger of being

curtailed..
The 03 Drought

The "03 drought actually began in the summer of 2002. Jure 18,2002 was
the last major storm that Manitoba Hydro-experienced until March ‘04, By
‘mid-July 03, the Winnipeg RIVer Basin was at 40% of niormal prodiiction,
Manitoba Hydro did-draw some water out of the reservoirs. during the winter
of 2003. However, it was evidant that there was very little snowpack in the
w'inte_r and the-faiiure of -n_;ormaiﬁssp_rigg:- rals would result ib a serious drought

and significant: losses.

In January ‘03, the«*Pawer’S'_afE_es.aﬂdf Operations Division had é.stim'ata‘d_' that
the potential reduction in net revenue mainly caused by a drought and
continued high' natural gas prices could reach as much as $700 million.. This
figure was discussed ‘with the Company's éxecutive team.

The Manitoba Hydro Board of Directors was apprised of the potential for a
drought il'n' January 2003. However, the Corporation’s financial exposure was
not discussed In detail at that time given the probability of such an éxtreme
“deterloration in net revenues was -still low. The Board of Directars. was

‘advised that there was’ raothing to indicate that-the spring -and summer rains

Risk Abvisony
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would not be normal and that it was ‘still premature to begin purchasing
hatural gas:or power to hedge Manitoba: Hydro’s:drought exposure.

By'the spring of 03, although there were near-ormal water conditions in the
most westerly water sheds, elsewhere water conditions-were:extremely poor
and ‘overall réservoir levels were &t their fowest point in 27'years. By the )

end of June 03, the Company was Witniessirig its'sécond Towest wateF inputs

{in the 92 years of histary on ‘record (worst year on record was 1940/41). 1t

putin place,

The Drought Management Plan
Th’e_ p’re’&aji_isé- ‘of the Drought. Ma'h“a'geme‘ﬁt; Plan was to. avoid: expenditures. as

Hydro load was not jeopardized'through the maintenance of sufficient hydro

reserves.

The key points to the plan were:
'« Use.the river flows to meet the '-obi'i'g:at';'ion’s.of*i:_hg Ma:n_it_o'ﬁa:maé'}
* Maintain hydro reserves as per the Opérations Planning Criteria
discussed inthe next section. It should be noted that while ‘costs
:may beé incurred during the current period by defetring the use. of
hydro reserves until a later period, the net cost effect of this

decision should ificlude the revenue generated in the future period.

iskAbvison:
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These Incresmental revenues would not havi been earvied if the
reserveshad been consumed during the prior period;

* Gradually respond to drovight conditions as necéssary on a largely
‘mechanistic basis tled to updated volumistric forecasts;

* When necessary, use the U.S. wholesale market to buy back the

Company's export market obligatioris, ‘Since the Cornpany does fiot

have the ability to transact in the US, the Company would look to
‘enter into bookotits' with thelr export sales custoriiers.
= Delay expenditure commitments as much as - possible to. allow for

that while droughts do: occur; their length and severity cannot be

‘determined on an upfront basis. If the: Company had booked out

transactions immediately and the rains had arrived I late spring-or
early ‘summer, the Company would have incurred significarit
opportunity costs in a non-drought-environment.

+ Develop Operations ‘Planning Criteria. for determining the energy

surpluses/shortfalls in-an extended drought condition.

The Company’s executives:a pproved the Drought Management Plan in May

83,

1 'ﬁ\;“feot%kcut"“i s & transaction between two ‘counterparties that offsets ail or partof a

Rrevious transaction that had been entered into between those two counterparties.
The physical delivery: requirements. of the:original contract covering the agreed-upon

bookeut volumes are offset with the bookout transaction. Since the delivery.of the
product:is. perfectly offset in the two transactions, there Is‘only a cash payment:
made from one party to the other party. Thecash différence répresents the
difference: between the contract. price in'the original transaction and the contract
price in the bookout transaction,

g TiskfAbvisory
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Operations Planning Criteria

An ‘Gperation Planning Criteria was developed in May '03.  The model
assumptions for planning purposes were:

* A 5% worst-case water supply-for the balance of the year;

* An extremely cold winter {10% percentife winter):

« Must be able to survive a drought In ‘04 given 03 drought
conditions.. In otherwords, the ‘Company required sufficient water
Ini_storage to last another year assuming fowest historical flows.
‘The fequisite hydr_a_g!i_c??fés'ew&és would be determined on at least a
weekly basis recognizing updated sriowpack conditions;

= “The Company intended to meet ali firm Export Sales obligations,
This would be done through bockouts or through physical delivery
from the gas plants and/or 3¢ party purchases.

The Planning model would jook:at the future on a weekly basis for the first 90

days and monthly théreafter:
Operations Planning Criteria Results

In'May 03, the Company ran its Operations. Planning Model with the drought
managgment criteria“for the first-time and the results:-shmrved a tremendous
shortfal ﬂ::f'en:é'rg_y in.the fall and winter periods. The amount of the shortfail
was- up to 1,800 MWs In each hour with & maxiriuin between 700,000 and
800,000 MWhs in each month.

;E_thmm:amsﬁm;

S8l A O1VISION OF SAS 10



Private 6.nC!"CQ'nﬁ§entia‘l- ’ jénua‘ry-iiﬁi‘,;:;?.ﬁﬂ"53
The Company justifiably belleved that the-consistent purchase of 1,800 MWs
ot the spot market would lead to &t least two negative consequences:

. :'Shbrtéi‘ge-,pridi_n_g? in the marketplace; and

» ‘Transmission constraints on'the niorthern tie line;
Given that Manitoba Hydro 'is wsually & seller the: spot market, the
shortage~-pricing factor would be: exacerbated once the market sensed that
Manitoba Hydro was & large huyer.

Fears of transmission: constraints were brought to bear in the winter of '04 as

‘there were several perlods of transmission overload in southern MAPP when
Hydro purchased 1000 MWs. The ‘capability to ran 400: MWs of gas-fired

‘'generation” was needed to serve domestic load during these periods

transmission system ovétload: This led to a requirement to plan for natural

‘gas purchases for delivery in the winter of ‘04,

“The results: of the Operations Plan led té a plan fo -acquire natural gas for

winter- deliveries and to execute a serles of complicated bookouts ‘with

customers c_i_ir’m_.:fw'c’l:‘o:'sﬁEx-is!:in_g -export sales,

* Shortage pricing occurs when the marketplace determines that a market participant
is:in dire need of buying or selling the underiying commodity. In this case; the
Company would be short-and in dire need of lylng large quantities of energy.
Sellers would quickly detect the Company’s circumstances and begixi charging
incrementally higher price for the commodity. Shortage pricing -at the Cinergy.
delivery point (one wheel away-from Manitoba Hydro) has:reached in-excess of
$5,000 on a handful of occasions over the past 5 years, :

Wb RiskApvisony
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Bookouts of Export Sales

In 2003; Manitoba Hydro had over 6,100 ‘GWhs: of long-term sales®. Undef
the Operations. Planning Criteria, these sales were in-danger of not belng met.
ifthe Campany ‘experienced an extendead drought. Begmmng in late Spring
‘03, the Company embarked on a program to-approach all-of théir customers
with long-term sales, looking to enter into-agreements with them to beakout:
as much-of the sales &s possible from the: fall of ‘03 through the spring of
04,

peak ‘periads of these transactions with the majority of its custoriers.
Bookouts of Summier transactions were purposely avoided with the
recognition: that Hydro's customers relied on the: security of the Company's.
 summer supplies. A move to reduce these summer supply commitments in
the forward markets could have had long-term 'negative repercussions en
Hydro's reputation for rellable electricity dellveries,

In some. cases; due to the internal-policies of the Customers, bookouts were
‘not-possible. In'th es'e}*té‘-;sesf, the Company worked: with suppliers to divert
power ‘so: that the 'comm'ltme_nt_;, was offset éven though & true bookeout did
ot exist.

By September 03, the majority of the commitments had been eliminated in
the market. However, there 'still existed a gap of approximately. 650 MWs of

‘on-peak exposure that needed to be covered.

W : :sxﬁ.mn' ""‘mr

: 3“A DIVISION OF SAS 12



[ER TR

Private and Confideitial | January 18,2005

It was-at this time- that Matitoba Hydro and (]

‘reached an agreement whereby MH purchased a-MW call option from

;‘ wlth a strike price tied to‘ actual-cost: of: gas multiplied by & heat

rate-of: 12 5. The contract term was from (NS

03 to Qg 04 It

would be reasonable to gssume that- cost of gas correlates very hlghly

to the- Demarcation delivery polnt ory the Northern Natural Gas Transmission

The Company also purchased a QD <=l option from: §

) This. transactlon had a strike price of n per

Even though the’ plant was. In the:

ﬁrm transmtssion from. the plant: to. so:that the ﬁnal de!ivery point was:
-. The nature of the @ifue) cost adjustmehit meant that the strike:price
of this option was befo_w preVa_iH_ﬁg‘..markel;} rates most of the time, resulting
in‘the -E:Ql;hﬁ';‘j}any’sz.eX'_er_cfse of the option even in'those periads where physical

under this option was then assigned _'tq?-fdr subsequent resale.
One of the hindrances in covering the export sales was the fack of market

Niquidity. at the delivery point underlying these sales cantracts: All of the

‘Company’s export sales occur at the US/Canada border, largely dfiven by

financial considerations. When the ‘Company Is 2quired. to offset these
positions, it is necessary ‘to take Into account the fack: of liquidity at the.
delivery point. Hydro is not authorized to buy and re-sell electricity in‘the US

because it-does not have a Power Maiketers Autharization (“PMA?) from the

B FiskApvisony
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Federal Energy Regulatory Commission (*FERC"), ‘With this in mind, the
Company-entered into these two call options as the best alternative taking
into account deliverability and reliability concerns.

These two transactions left the Company with-minimal’ power price exposure
over the winter 04 period. The effect of the obifion-transac‘tions served to
convert Hydros exposure from iliquid’ electrictty markéts to. more I[quld
natural gas markets: through the winter months. -Coupled with potential

natural gas requirements for the Company’s plants in Manitoba, this led to @

‘significant exposure to winter gas prices.

Natural Gfa.ﬁse-ae.qzu'iirem;e;nts

Company -determined its ‘winter gas requirements for It plants. to. be the

following:

f 'Month Required Gas Velumes (Dth) ' Regquired Gas Volumes (Dth) :
| May 23, 2003 Power Sales & Operations Repart June 11,2003 Pawer 5alas & Qperations -

Repoﬂ

[Decoz | T 1080000 | 2247000

[Jan'od | 1,226,000 B 1,896,000

Feb04 | TL30,000 | is7L000

[Marod | © 1,230,000 | 1,803,000

S Apvis:
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Tgta] . : 4,989,009 8 1623;06
| Winter: | 1

As can be seen in Table 1, the output of the Operations. Planning Model ‘can
show- ‘s_'ig__njiﬁcant ‘changes in short periods. of time as a result of shifts in
forecast: hydro avallability. ‘(Table 1 references requirements for the
‘Company’s own gas-fired generation as the forecasts pre-date Hydro’s option
arrangements with @D and Q- It was for this reason that the Company
nstituted ‘a -‘-“:iusti*-ih«i:‘imez" he'd.;gfﬁ‘g- Policy for its natural gas requiremiénts,
“The plan was to éxecute one-sixth of its. :req_u'ir_em'ents";eaéh month from May.

to-October. This would defer the expenditure as long as possible in.-an effort

‘to'capture-any significant change in water flows.

‘Once the powsr- call options were signed in September: with.and' an:

additional gas: exposure ‘was layered on: With ‘only. two months untif “the

‘winter season, those incrementat gas risks had to be'managed expeditiously.

The:gas requirements for the power ¢all optioris were &S follows:

Table 2.

" Required Gas Yolumes (Dth) -

Sep 18, 2003 Power Sales & O'yeratioﬁs Report =

1,651,000

JanE | T Ze15000

[Feb04 | Zasi000

ﬁis < AbvIsORY |
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[TowIWinter | 10,355,000

Natural Gas Hedging Arrangements

In March ‘02, Manitoba Hydro entéred into a Fuel Supply and Fuel
.Management Services Agreement (‘_ Agreement”) with ~

)P This contract allowed’ Mamtoba Hydro -access

to natural gas expertise on an intermittent basis when required. The

greement provided a: cost-effective. alternatwe to the establlshment

of an mterna[ Qas procurement function whose: expertise would: only be calfed’

upon during drought year scenatios.

 The QR Agreement covered afanrge of functions and servicas:
+ Gas supply, including the resale of any excess gas supply;

= Gas Delivery Services to the Centra/TCPL recelpt poifit;

»  Pipeline nominations;
» Pipeline and storage ba'laﬁc:ihgz;

WﬂtsxAnvm Y
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ment. Services gl

The~ agreemerit was, in:part, an exclusive agreement between the

Company and (RENNNSER This meant that the Company was precluded from
acquiring gas suppl Y r-other gas. services from ‘other miarket participants for
Manitoba. Hydro. pfants No:such: exclumwty arrangement was‘in place related

to the:Company’s U.S. activities,

Once the results of the Operations: Planning Model were accepted, the
.Company --reatfi{ze‘t’_i; that it had a large exposure ;tf{j.@ﬁé_iﬁg. natural gas prices for
gas .de_!i#gfiés:-"fof'r the winter 04, The Comipany initiated conversatlons with
“and discussed alternatives with respect to the: management of the
gas -e_xp.b%.sure.r Subseguently, Manitoba Hydro embarked on.a gas acquisition
, strategy that would ‘cover the exposure: to gas. prices and the use of

interruptible transport on TCPL.

. The first hedging agreement that the:Company -entered into'was in late May
‘03"and by the end of May, the Company had acquired a total of 1,489,600
Dths of natural gas at: AECO for the winter period at a fixed price of
US.$5;-ESGjDi:h. This covered approximately 30% of the total expected winter
requirements. This transaction was.a physical purchase of natural -gas: for

deliveries at AECO of 9,800 Dths/day from Nov. 1703 to Mar. 31/04.

Subsequently but also in May, a decision’ was made to acquire 1.5 Bef of

natural gas storage at the. Union/Dawn facility in Ontario. The storage

e s Bpvisony
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allowed- _-“f.o.r “Rexible 'inj_e_dtons and withdrawals and. also allowed for .a
cbmﬁtiina_tibn: of firm and interruptible withdrawals, If the Compariy did
reg uiﬁéﬁ._:§'§5'5'86|3P-i¥'_0'nﬁ any given:day-during the winter, it knew it had several
options In getting ‘the gas o the Centra/TCPL delivery point including
backhauls or diversions. The storage contract was acquired at & ‘cost of
$1,125,000. The Company: also had to purchase gas to inject into’ storage.
This was dong during the month of June with injections ra nging from 30,000.
Dths/day to.75,000 Dths/day.

The volumes of gas injected each day were tied fargely to a mechanistic

approach based on the required levels of storage gas as per the Natural Gas.

..Re_qu‘mergients report issued ‘on- at least a weekly basis by the Operations

Planning' Department. SENENSE injection and deliverability information were

also consldered ’in:-thé:.finjecz_tﬁ{:irj'-;feci_s[qnamﬁkiﬁg process. The'net result was: .

an avérage Injection price of $6.102. If the Compatly had injected ratable

voiumes each day; at the same price levels, the: average cost of gas would

have been $6 127. On-1.5bcfof: gas; this represented-a savings of $37,500.

In _flét_e: June; the. decision was ‘made to -acquire an additional 2 Bcf -of
to acqunre_ the:natural :.g.a_s- and they did:so. from Jt;ly;- 1- until -:-Sept_em'ber 3.0.
The injections were doie much more rata bly than the first series of injections

and were dorie under the following schédule:

" Volume (Dths/day) |
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T Iuy T30y 17 | 32,300 Dtrday

| ey I8y 3T | 19,000 Dthefday

[aug 1-Augat T 2s,SGGDths/daV

"Sept 1-Sept30 | 10,490 DERs/day

As can be seen in the above table, there was some discretion on how much:
to Inject:each month. ‘The average price-of the 2 Bef was §5.189/Dth. If the
Company had Injected ratable volumes: esch day, at the same price levals,
the average cost of gas would have been $5:109. On 2.0b¢f of gas, this
répresented an. additional cost of $160,000. It should be noted that: the.
Company ‘did not use discretion in trying to predict gas prices, but used
discretion in timing as a result of strategy to delay purchasing gas as longas
possible In an effort to take advaritage of any ralnfall that may.occur. Also, it
should be noted that the Company did niot necessaty émbark on a strategy to
inject the maximum amount of storage, but “to inject their forecasted
requirements,

The combination of the two storage. transactions and the AECO hedge
represented a purchase of 5.0 Bef of gas or roughly 60% of the potential
requirements for the: UD’ﬁOIﬁl’ﬁQ winter season. It was felt that the rémaining
balance would be left unhedged in order to avold the costs If the gas supply
was: not necessary. Given _fhe uncertainty. \.y_i,thj:t:hg supply situation, this was

a rational and prudent approach.

ﬁﬁmﬁn ISORY
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In July ‘03, the Company was sitting on 5.0 Bcf of fixed price - natural gas.

Whlle this provided a very: good.hedge against. rising prices in the winter if

‘the Company required the gas, it also opened up.the Company to the risk of

adowniward price movement should the Company ot requilre the gas, The:

uncertainty of the water situation led Jf:h;_e‘:'cémpa‘n_y ‘o' purchase ‘physical put

‘options to protect agairist falling prices.
From ..:Tu_!y to September 03, the ‘Company entered into a series. of put

‘options that totaled 2.55 Bef, The put options had to be exercised at the

begmnmg of the m_onth and: the strike: prices: ranged friom ‘US$S, 25 to

USs5.78 per Dth-and cost US$485 500.. They- were all options that ‘gave.
_Man_itoba.}flydr‘o, the: right. o put gas to NN 2t 'Union)'lbawn 'in‘ e&‘«:h'ange

period and could be struck -at-the;beg__innmg;:qf- Te_‘ac}}’:cfeliyery month;

This protected ZMani_toba Hya'i-o: :'ffojm_ afallin gas prices until the beginning of

:each month, However, ¥ did not protect the Company from a subsequent fal

;On‘ce_ ;th‘e.'cbmpa_ny purchased the two power call options in the Us, it was.

exposed to rising natural gas prices should they require the power. The

decision’ was .made to acquire ‘45 Bef of natural gas -storage at three

locations:in Oklahoma. and Kansas. These locations are in close proxifmity to

Northern Natural’s Demarcatio. . delivery:point, Because it was so late in the

mféction year, N open storage was available nhad therefore already

;mec_ted the hatural gas into the ‘storage fields. Therefore the gas was
transferred at a price of US$5:45 to Manitoba Hydro for a gas cost of

FisxAvvisory
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US$24,525,000. In addition the cost of storage asset rights was
‘US$3,800,000.

Once again, the Company was hedded against rising prices should it require
thegas, but was left exposed to. falling prices: should the: gas not be required.
Tha Company purchased -a financially settled put optlon against NYMEX
settiement prices for"3.65 Bef for a cost of US§1i6mm: This protected the
.;c-b'm'pan_?- against: NYMEX prices Eﬂi’éil_i__m'gj below: thé $5 45 price level for the
January: o March timeframe. Again, these ‘puts were ‘monthly: -settied
‘options.. ' They protected the Company from falling prices until the beginning
of the month, buf left the é_c“o_r"n;p_a-ijv: exposed to friovements in the gas price

after ?tfhé.—ﬁ'l:fst_;.offth& month,. fhes‘:c?:ompanye-.did look at daily settied options,

:U-nwi‘iadéin—g' Hedges

The first hedge ‘to be tnwound was the initial gas supply hedge with
deliveries at-AECO. Once the storage was put in place, Manltaba Hydro
-:e\{ffewed;. the: merits.of thelr initial hedge at-AECO, There were several issues
with this'hedge that made it-a very inefficient hedge. The issues included:

* The delivery was a fixed volume per day. The likelihood of the
Company requiring the gas each day was very small. However, on
days that the gas was required, the Company would require u_b to
‘80,000 Dths/day. Ifthe Company ‘continued to buy hedges in this

fashion, the exposure to falling prices Wwhen gas had to be re-sold

21
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would have been greater than the exposure to risi ng prices in the

absence of a-hedge,

“The delivery locatian wais NIT (Nova Inventory Transfer), QRN

guarantee that they could deliver the gas to. the Centra/TCPL delivery
focatlon.. This created a very low:risk-that-on anextremely cold day inthe
wiriter, the Company would wot receive delivery of the physical gas at its

plants-

Th July "03, while working: w’it'h‘-'.ité__-‘coﬁt_'inuai-lv ‘develop an-adequate
9as management plan for the Winter, thie Company decided to' sell the
previously AECO acquired ‘hedges. The sale of the physical p:urc_has_e was
made at a price of US$4.615. This represented a loss of $1.041/Dth for-a
total loss ‘of approximately $1.5mfn. This loss was taken to avoid future
losses if prices fell further and the hedges were not required. Aiso note that
the second tranche. of Union/Dawn storage that was acquired. by Hydro was
viewed as a replacement for the physical purchase hedge. The original
physical purchase.in effect acted as'a hedge of the potentizl cost of injecting
storage from the timing of the: Initiation-of the physical purchase in May to
the acguisition of the stora ge in’late Jutie,

As the Company continued through the winter, Operations Planning would
update the hydro conditions ori-at least a. weekly basis and forecast gas
requirements through the'winter. Each storagé contract was constrained by
having to have 100% of the gas withdrawn by March 31 04, There were
also .cfa'i.i.}; limitations on how much. firm and Interruptible gas could be
withdrawn under each contract. The Power Trading Department would get

e Risk Abvisony
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updated numbers. from the Operations Planning Department ‘and- would
analyze the future gas needs’ weighed against the heed to withdraw alt ‘the

gas. by the énd of Jthe::wi'_t'hdrawal SeIsoMN.

Beginning.in January ‘04, the Power Trading Department began selling off the

. exXcess néf'u'tat'-g'és.. They did this first by. determining if the put options were

in the money®. If thiey Wwere in the money, those options would have been
exercised. However, most-of the options: expired it of the meney and as
such; the Company ended up selling the excess gas into the daily-spot or
month-ahead markt.

The majority ‘of the: gas was sold in the.da-i’]y%s‘pot market, This was ‘done at
fixed 'Pﬁées‘ for the Unlon/Dawn storage gas and at the Gas Daily index for
the US storage gas. Thé-fiﬁajiancq of the ‘gas was sold on a monthly fixed

price basis: and delivered on a ‘dally withdrawal basis ‘once it was deemed

‘surplus,

't

‘Qnice g_,a's" Was. deeimed to be surplus under the --Op'e'rat'idns‘ Planning-Critéria,

taking Into account conditions in the gas marketplace and m

_understandmg of market developments; The Company did not hold excess

gas positions for-an .,exte;nded,_-periqd.of-ti'me, after being notified of the éxcess

‘position from the Operations'Planning Department..

* The put DpthﬂS would’ be considered iri- the-money ifthe. monthly index pnce
undartymg the put.contracts settled below the strike price of the: puts,

W iskfpvisory
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Observations and Recommendations

The following represents the observations and recommendations of

RiskAdvisory with respect to the actions that Manitoba Hydro undertook to
rhanage the drought of 2003-2004,

General . - -
We believe-that for the most part, Mariitoba Hydro managed the drought ina

very . commendable and prudent:manner.

- RiskAdvisory has worked with several hydro operators and gas storage

operators in the past. It is-difficult enough to manage gas storage when you
know what your starting point and ‘end-point will b, The key to managing
that type of storage is optinilzing the injection: and withdrawal. The: problem
with the Hvdi‘.i‘:! storage Is you don't know the injection schedule or the total
amount of energy that you will have when you start the winter season; This

results In making estimations that include several large-impact assumptions.

The most’ material ‘dssumptions surround the 'timing and magnitude: ‘of

precipitation. This caninot be answered with any degree of certainty, bt the

water flow analysis and ‘Planning curves that Maiitoba Hydro uses-appear to

‘be credible soluions. This is an area that the Company focuses a great deal
of effort or-enhanicing and RiskAdvisory supports a continuation of this effort.
The-losses that the Company experienced could have been over $1 billion® if

the exposures had not-been managed properly. Alternatively, the Company

S The: loss could have r_reachéq this level as &' résult of purchasing a large amount of

Ppower on an hourly basis In shortage pricing. market condltions coupled with the:
potential for-high natural gas:prices. '

_‘ *E'Hléxﬁamso ¥
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may have been forced to. drain the reservoirs, creating ‘the risk of delivery
shortfalls if the drolight had continued. While there were ‘costs associated
with the: hedging .gci:;‘ivl;ty,;. the need to avoid material income swings and
‘ m’a‘int“ain;-ébé-iancessheet-;stabilitv mare than putweighed those costs.

Given that the majority ‘of €mployees responsible for Implementing the
Drought. Manageriierit Plai had not had ‘previcus drought experience,. the
ingenuity and -in.tel'l'rgence::{thaf.'.wa‘_'s--'shawn-'!ih creating and implerienting the
D:'o_ugﬁtiMa‘rﬁ:‘ag‘eﬁfieﬁf-Pla‘h exceeded expectations,

- The “averaging-in” hedging strategy:is-a sound strategy for the situation that
‘the C‘omﬁa'n'y was In. The uncertainty around the water forecasts and the
Jiquidity considerations of the delivery Points at which the Company needed
to: t_ranSaét are the most valid reasons for this type of hedging activity.

Bookouts
The use of book-auts:for the majority of the power edges was necessary for

this drought, However, -'R;isfkﬁdﬁiso_m does have:concerns with this approach

in the fature. Based on ‘years' of experienice in the. -energy markets,

RiskAdvisory believes: that any kind of captive transaction leads to less

attfactive prices. For-example, if a customer'-o'ffManitoba; Hydro usually buys

from- M;arii_tcba Hydro; and theén is asked to sell to Manltoba Hydro at the

sarme d:EIiVe'W: location, that customer is apt to think that problems exist and

the only reason .-Ma'riitéba..'Hy}d}iQ_'\_ff,@l’jiﬂ: be doing this is that the Company.is in

some kind of troubie. While the ‘Company made its customers aware that it

had other options available, the custormers would no doubt still apply a
premium to the market for-the sale;

s
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The reliance on. captive bookout transactions could be reduced in-the- future
with the application for a FERC PMA. Transmisson considerations .'ti_ed'fiif:o the:
.-consi;ra':iﬁf':on Manitoba’s import: capacity will mean that bookeuts cannot be
eliminated. However, access to a broader network of buyers and sellers
associated with the ‘PMA should create opportunities to acquire ‘and re-sell
power with more ‘efficiency; Most notably, contracts would. net have to. be
assigned. to third partles, thereby reducing “incentive: payments to these
counterparties,

The: PMA application does not come without costs and FERC requirements.

The: Company may opt.not ta do this for .other corporate reasons. Our

recommendation is to 'study the feasibility of réceiving market-based rate
~ authority and --wéifé;h the portfolio: risk management advantages against the
percalved disadvantages,

‘Storage

The-use of ‘storage Is often misused as @ financial risk. management tool.
That Is because the fexibllity that :storage provides from a physical
perspective is not. required to manage many companies’ financial and
; q_per’atibnai risk. That is not the case with Manitoba Hydro;

‘Becatise of the: Company’s need for large amounts of gas: at" sporadic
maments in time, ‘a ratable. purchase of natural gas would have the hedger
gither being tremendously short: on 'd‘a‘}'_r_s when it did need the gas, or

tremendously fong on days that it did not need the gas. The volumetric

flexibility of storgge withdrawals gives the ‘Company the desired amount of

supply-on a-daily basis as 1t is required..

fzg_ﬁnsxﬂmnsenv
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‘The Company used-a forward purchase.of AECO- gas as a footheld for 8 hedge
ynti they coilld get-a proper amount of storage putiin place. Again, thisls a

‘comimen way of establishing & hedge at illiquid points.

An alternative to storage -as a-hédge could be the purchase of call options.

The Company aralyzed 'this strategy and It was deemed too expensive:

relative to the benefits that call options gave theém. In fact, by purchasing

forward: gas, ‘and buying. put options, the Company ‘ended up’ purchasing

what ‘are called “synthetic call options®, Synthetic ‘options:provide the same

econemic pretect:on ag: conventional call-options; By purchasmg the forward,

When the: -Companv purchases the put :-op‘_thn, it .-wm:fben-eiﬁ't% from.a" '-fa‘H in
prices and:simply.forfeit the fixed premium if prices fise. The:combination of
the two structures leaves the Company benefiting from a tise in prices with
no downslde to falling prices; Th!s is the same economic condition that exists
when owning a call option. By iising storage as the forward position for the
synthetic calls, the: Company gained the required déljve_ry*ﬁe'x;ib_i_lity' ‘and was
protected against upside risk with reduced downside risk.

The ’prat‘r{em with the put:options: that the company acquired was that they
‘expired at the first of the month. Therefore, if the first of the month price
was higher than the strtke price; the Company would make the choice not to
exercise ‘he optlon. Once this happened,. the Company had exposure to
falling prices because ‘there was no-put option to give protection and there

existed.downside risk-to the storage gas.

=h_ﬁzsxﬁmnsomv
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Duﬁ'ng the fn-é-"‘oa time pefiod; & number of gas marketing and trading
liquidity.. -Cn'm.nani.es were less witl-ing: to enter into '.Gq.m'DiéX option
structures:  Market fiquidity’ and the willingness to consider complex
transaét?i'bnS'--;ha_ve- subsequently rebounided. RiskAdvisory believes that Hydro
should look-at: o’t’h-er-r-epﬁiﬁﬂ strategles as ar-alternative {0 storage the next
A very good it for Hydro would be to purchase daily call opticns that can be
exercised on any day of the: winter;. but can only be exercised on a limited
number of days durlrig the winter (i.¢. 40 days out of the 151 winter days).
For example, the' Company rmight acquire these options on a volume of
-_75“;&1_1;0_(1: Dth per-day for a total of 3 Bef of options. Under the monthly settled
call opti'cm;, that 3 .Bcf.-qu-p_pt;‘_foins}i;wouiﬁﬂgivé tﬁe'.;c:bfﬁjpahy-ftbet:a:bilit;y--to_..ca'i.l- on
approximately 20,000 Dth per day. Therefore, the: Company would havé to
buy 3.5 times the amount of options to give it the same protection _&s the
-re's_'trkited daily call option déseribed above. While the.option that gives one

the right, to- select the specific ‘exercise days dufing the winter Is more

-expensive on a.per Dth basis,

;RiskAdvisoryfdoes not believe this type of option would have been avallable

to-Hydro at a commerdially reasonable price during the drought year given
liquidity conditions in the 9as market at the time. This is meant as a

recommendation for consideration during -the. next drought management

situation,

@ 7 ClviSIoN OF S5 28
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-Tb.i[iﬁg%Ag:reénéle“ts'

RiskAdvisory believes that this was 3 very innovative hedging mechanism:to
add additional resogirces. Essentially, the Company capped the amount of

shortage pricing that it would: be: paying into the marketat af - .- 1

Since the market expectation for a heat rate in the MAPP.reglon for that time

period 'was around 7.0, this tolling arrangement was similar to an out-of-the-

money call option that could be struck on a daily basis. Hydro was able to
cap the amount of shortage pr]cing premiun that It would see in the. market

at approx1mate!y $30.25'¢

!c_wer-than what ::_o_u_i.c;--hav_ef; been experienced in' the market if the market

determined ‘that the: Company was experiencing a ‘major drought. From a

ﬁ_‘e’dgin-g-"Der’sbéc:ﬁli?e,—,: the tolling agreetments also served to tonvert the

Put Option Strategy )
There are two coficerns with the put-option strategy used by Hydro, First, the

“‘Company acdulired monthly-settled puts and so Hydro did-not: have any price
protection -bét.w_e'e_m the tifhe ‘when the manthly index price was set and the
‘day within the month when the gas was soid‘qut_: of storage, With the puts,
Hydro did obtain protection for the period from the date the puts were

'a'cqui.rie‘d to the first-of-the-month index point. This was: 'meaningFUI

ﬁ-:msulation @gainst a declfne In prices during the delivery. month. To offset




Private.and Confidential January 18, 2005

some of this risk when surplus gas: existed and when the puts were in the

-money, Manitoba' Hydro sold the underlymg volume &t the put strike price

eliminating any forward downside on that: volume,

If th'is-.st_l?ategﬂy i‘s_;_emplnved} again, Hydro must Ensuré -that:stakeholders are

award: that while the: monthly puts do protect’ agalnst part of & potential price
decling; the protection is ‘aot C'o's*f'}plete Sec.on-d;_,— the: NYMEX options: that
were entered Into were hot for physical delivery, but were finandially settled.
The Company does not have a policy in place that authorizes the use.of
financial optiohs for hedgmg the power portfolio.. There was a solid rationale:
;behmd their purchase but the Company must put in- piaca policies ta govern
the use of these: _types of stitictures. Transactions: shotld not be executed

unless they are pefmitted by Policy, or the ‘Risk Management Committee

grants an-exception to the Policy.

— A ”aement is meant to give Hydro access to- people with gas
market -experience and expertise. “ Isa h;ghly regarded firm ‘with
qualified people and Hydro does have access to those people, RiskAdvisory:
‘would Nt récommend changing ‘the advisory component of the ‘
Agreement. The contract does contain an exclusivity feature, which. Hyd’r‘o'
‘management. recognized at the time the contract was signed provided
incremental. value ta:..- Given the Company’s likely s, iradic
involvement in gas markets primarily durlng infrequent drought periods, it
was deemed necessary to provide this exclusiwty as a further benefit: to the

hatural' gas counterparty to ensure that Hydro recelved superior attention

c:wssu;m @F' SA$ 30
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and coverage when the gas market Services iere needed. Despite: the
rationale for the- inclusion of these exclusivity features, RiskAdvisory: does
have concerns: with ‘this aspect of the corntract: These toricerns center
around '.icéimpéti‘tm pricing; idea generation, and credit;

Under terms of the contract, every gas arid storage contract, for Manitoba
Hydro plants, :signed by Hydro:has to be with (Il Therefore, there is
no way of knowing whether Hydro is:getting the best possible price in the
market. The Company: did however check the pricing from@R 20ainst
published indices as a--.--reas_ona!en.és‘s-:ﬁesﬁ; :Itfis'-;_-ii'l?cje'[y‘athat:-im'cas- able
to build n incremental ‘margin on the pricing:of Its transactions ‘with Hydro

because:of this captive relatioriship.

By talking with multiple suppliers, Hydro alss hias access to a broader suite of

“market experts with ‘a range of risk management and gas portfolio ideas.

RiskAdvisory recommends that Hydro should lever off some of the

re'léti'-{mships: that Centra Mapiitoba Has developed in. the 'gas marketplace,

‘While' it is recognized that Hydro has completely different needs, the

Company can benefit from the: market intelligence that Centra’s relationstiips

provide assuming there are ne regulatery impediments for doing so.

The key concern with the (iJjiiill-<lationship centers around credit. Forf the

‘most part, Hydro purchases -g:é‘s: fr-om-.-_ and there exists very little

credit =§X50'St.f_'l-’e with that type of activity. However, the credit exposure went

up dramatically. when Hydro purchased storage assets ﬂ-om~ The

storage agreements that Hydro entered Tnto are WE,t_h:-“r_iot' the

Puas the counterparty with the storage aperator.
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Hydro wbu‘!'d then buy the gas "f’mm"_'_'_ B =nd inject it into the storage

field. At that point in t:me,- Was: !egalfy holding the Company’s asset
= that asset being the gas. The Storage Operator did not know that it was
‘Hydro’s gas. From the: Storage Operator's perspective; — wag the
owner:of the gas. Therefore, lf-were to run: into" credit’ probiems the

S_tcrage_ Operator could: .__ta.ke.z;_s:dn}:ml Qf;the gas and sell it in the open market

claim against an: un~credltworthy-

Aithough such-an event did riot happen; Hydro should be aware that they had
a mgnuﬁcant exposure to - that should: have been backed ‘up by a
Ietter af uc_z_re.dit A better solution yet: is to. be able to: deal with the: Storage
Operators. directly sothat: Mamtoba Hydro retains: control and title over the

storage gas.

Hydro alsa incurred significant credit exposure -te“- with respect to the'

put transactions. If gas prices had' plummeted and ‘was unable to

perform on its contractual obligations to Hydro, the credit loss. could have:

been material. A US$2.-DG fail in -NYMEX ‘and Union/Dawn gas: pricas below:

the put strike prices combined with a performance failure by -woulcl

have resulted In'the incurrence of a US$12.4 million:credit loss.

R_iskAdviS'Ory believes that Hydro should continue to engage GEEREE o the

advisory side, However, theu Agreement should be- restructured to
e’I’Iminate the transactional eXclusivity. In ‘addition, cr,edit‘:_suppor,t terms. must

be negotiated If further transactions a‘r'eiz'c:on_t_em'p:at:ed‘-v\ﬁthsﬁ\

= Flrsicd
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Management Reporting
One of: the key ob]ectrves assoc;ated w:th risk management reporting is the

;redqctiqn__of _.?‘.sul?P.rlSGSf:' that can have a material impact on revenues and
inc:ome A concem wnth the Hydro drought situatmn was: that there appeared
_to be an element ef surprlse ameng the executwe team around the
:magmtude of Eosses as they unfolded While the Power Sates and Operaticns
.Dlwsuon ded discuss the potentlal magnitude of Iesses With, senier
-management there was more focus placed en the mean expectatuon of the
'-ferecast revenue, as opposed to the distributaen around th:s mean eutceme
The Integrated Financlal Forecast (“IFF”) projected the expected re\fenue
and. management‘s attentlon was tied more to this estimate than the
information that was provided around the potential for deviations from this
estimate. | " |

s.RfskAdwsory beneves that Hvdre needs tc ImpmVe the management
'reportmg te mc!ude the mean cases, but also give sens:tw:tres and

iat Ieast a menthly basis, with more: frequent repertmg in’ the midst cf 3

dmught scenar!o Th!s would provide management wnth a ciearer pucture of

the worst=case scenar;o, ailowmg for enhanced contmgency pianmng and

reducmg the likeﬂhood of negatwe surprzses

Estab!ushing Limits _ o
Demsuons around the tlmlng of portfolio hedge transactions, the size of these

hedge posmons and the cholce of structure were ‘partially based on
quantitative ana!sr.s.lsand indications of the _pot_entaaf.r volume underlying the

:ﬂ Risx Apvisony
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conditions can have a material impact on Hydro's supply portfalio. Against
this: backdrop s the corporate strategy supporting longsterm export: sales,
History has shown that by terming up these exports as opposed to selling
generation excess on @ real-time basis, Hydro Is able to eamn a significant
price premium. Also; by entering irito long-term contracts with customers in

MAPP, Hydro serves to defer the construction of new competing generation

Company will be exposed to significant lossss as it seeks to cover positions
and -'rnaiiita‘inz. reliability. Past experiences: have shown that the annual
beniefits: in miost years outwelgh the risks during drought. Hydro staff
involved in the drought management activities riow has additional experience
in these operations and lessons: have been learnied. This will be @ large
beriefit If another drought hits soon. The Company may not have been
perfect in the development and implementation of thelr drought strategy, but
the risk-reducing benefits of the hedging istratéév'- far outweighed the

Implementation cost of the strategy.
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Exhibit # MH-53
Transcript Page #1953

Manitoba Hydro Undertaking #35

Manitoba Hydro to file the Risk Management Review of Power Sales and Operations -
Risk Advisery report dated April 2003.

Please see attached report.
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PUB/MH/RISK-100

Reference: KPMG Report Section 3.6.2 Model Revision Process
Risk Issue: Model Documentation

c) Please indicate what, if any, changes in parameters have been made to the
HERMES model since the drought in 2603/04,

ANSWER:

Manitoba Hydro has continued to make improvements and expand the capability of the
HERMES model to reflect the changes in the operating environment however the basic
principles of the model are unaltered since its original inception. One significant change that
has been made since the drought of 2003/04 was the market forecast methodology. As
explained in PUB/MH/RISK-98, this change was prompted by changes to the MISO market
and the later accrual of historic market clearing price data.

The input data history is constantly accruing with the passage of time and that allows for
better inference regarding potential future outcomes. For example the historic inflow record
of 2003/04 has now become a valuable actual scenario for evaluating potential planning
outcomes of similar severity.
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PUB/MH/RISK-101

Reference: KPMG Report — Page 122, Section 4.2 Key Findings/ Page 237 Fn 22
Risk Issue:  Pricing Methodologies Mark to Model

b) Please confirm that MH’s first methodology employed includes the
determination of a price based on averages of price forecast pﬁrchased from
multiple power price forecasting consultants listed in footnote 22 on page 237 of
the KPMG report. If so confirmed, please provide a full listing indicating the
1i'rintt'a.ge of each of the forecast currently employed in the pricing models and an
explanation of if or when the price forecasts are refreshed.

ANSWER:

Please see response to PUB/MH 1-156(a) for a comment on Manitoba Hydro’s long-term
electricity export price forecast methodology. An average of the five consultants’ forecasts
issued in the fall 2007 period through early winter 2008 was used to prepare the electricity
export price forecast used for IFF08-1 and IFF09-1.

Updated information was obtained from five external price forecast consultants in the
January to March, 2010 period for use in the 2010 power resource plan and the 2010 IFF,

which is currently under preparation.
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PUB/MH/RISK-101

Reference: KPMG Repori — Page 122, Section 4.2 Key Findings/ Page 237 Fn 22

Risk Issue: Pricing Methodologies Mark to Model

d) Please discuss the merit of incorporating the unit cost of new generation and
transmission in support of the new contracts, in establishing the reference price
to be negotiated.

ANSWER:

The merits of incorporating avoided cost analysis in establishing the reference price to be
negotiated include:

1. Provides a benchmark of the customers alternative self build option and of prices that
may be offered by competing suppliers;

2, Provides a cost benchmark that may be considered by regulators when evaluating the
feasibility of Manitoba Hydro’s proposal; and

3. Pfovides a benchmark for evaluating the reasonableness of the price calculation based

on Manitoba Hydro’s electricity price forecast.
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PUB/MH/RISK-101

Reference: KPMG Report — Page 122, Section 4.2 Key Findings/ Page 237 Fn 22
Risk Issue; Pricing Methodologies Mark to Model

e) Please provide KPMG’s views of the merits of each of the proposed adjustments
to the pricing model suggested by the NYC,

ANSWER:

KPMG Response:

KPMG developed a conceptual framework to guide it in its external quality review of
Manitoba Hydro, as detailed in Section 1.2. In applying this conceptual framework, KPMG
cartied out a detailed review of the NYC Consultant’s Reports and other documents to group
the NYC’s assertions into the Issues and Themes as presented in the KPMG report. In
assessing the Issues, we took the approach that our work would not necessarily result in a
total concurrence with or rejection of the assertions underlying an Issue; in some instances,
we have found that we concur with some elements of an assertion and reject other elements.
Accordingly, we would suggest that readers of this report focus on the analysis of the Issues
as well as any recommendations that relate to the Issues, rather than focusing on whether we
concur with or reject any particular assertion. As documented in Section 4.2 KPMG finds
that on the basis of its analysis of Manitoba Hydro’s pricing process, Manitoba Hydro has an
appropriate methodology for arriving at its sales price in its long-term contracts. Further, in
- various sections of chapter 4, we have analyzed related to the NYC’s assertions related to the
pricing of long term contracts.
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PUB/MH/RISK-101

Reference: KPMG Report — Page 122, Section 4.2 Key Findings/ Page 237 Fn 22
Risk Issue:  Pricing Methodologies Mark to Model

f) Please confirm whether KPMG reviewed the price forecasts from the five
consultants to asses whether the prices utilized in the models are still valid. If not
provided, please explain how KPMG satisfied itself that the pricing methodology
utilized by MH incorporates relevant market pricing forecasts.

ANSWER:

KPMG Response:

As explained i Section 4.6.1, Manitoba Hydro’s “Pricing of Long-Term Export Contracts”
provides that “Long-term electricity price forecasts and market analyses are usually
purchased annually...” As such, the key issue is whether or not Manitoba Hydro is using the
most recently purchased price forecasts when it is negotiating a particular long-term contract.
KPMG understands that Manitoba Hydro was using the relevant purchased price forecasts for
the various long-term contracts it was negotiating.

20101025 Page 1 of 1



PUB/MH/RISK-101

Reference:; KPMG Report — Page 122, Section 4.2 Key Findings/ Page 237 Fn 22
Risk Issue: Pricing Methodologies Mark to Model

2) Please explain how KPMG satisfied itself that the proposed adjustments to the
pricing model suggested by the NYC would not improve the information utilized
in negotiating firm contraects.

ANSWER:

KPMG Response:

Please refer to answer (e) above.
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NYC/MH Issuve # 124.

Source: '™ NYC Long Teérm Contracts -

Famm e o 41/‘{5,.:534;;4.—é}‘:_a'.-i;::%.;q-w_-..-:_:i--c o e T R S . S - - . -
Sublssue: Risk
. Subject: -Manitoba Hydro’s legal provisions for Liguidated Damages in
’ :the structuring of Long Term contracts .are not sofficient.
While there are some curtailment Pprovisions that address
Hydro not being able to sexXve its DPomestic load these
pfr{;_vvis'-j.qa_ls are not adequate, and, fall far short of required
N . industry standards ‘for Hydro’s true exposuie and buybacks
in MISQO. - oL .
NYC - MH - [C158511])

Poblic Docoment 8. ~ | ' ' ‘
Copyright NY Consultant 2006-2010




'Pubﬁct}mmes Board~ GRA2010I2011 and 20112012 |
NYConsn!mntRlskRepoﬁs I - " Page330f286

NYC/MHA Issue #F 33.

Source: NYC Long Term Contraets o

‘:SubIssue: Risk

Subject: "The sales process is no longer suitable in US market
deregulatlon for ascertalnlng Hydro’s Long Term Contracting
requlrements pricing and heeds. This again is leaving.

Hydro with an increased short position. The overselling

of the book is resulting in Hydro being exposed fox'twenty
five years to a significant US Market Price import exposure-
to gserve the sales of under-priced firm commitmernts.

CNYC — ME — [C652811]

- WEORPSPRT SO . R - T

Public Document #1
Cepyright NY Consukant 2006-2010




'MncUunna Board— szom;zuu and 20112012 - ' R
NY Consultant Rlsk Reports

_ Page 34 of 286

NYC/MHE Issue # 34.

Sourcer: NYC Long Term Contracts o
- SpbIssue: Risk
Subject: Hydro is overselling its-available energy and therefore
burdened with extraordinary import financial exposure to
-support the firm commitments in Long Te:rm Contracts. The
EPM book is oversold. This applies not just to,the existing
book until iﬁ but also all the way untilf puith the MY 2. 2,
inclusion of new proposed contracts with M ” I
NYC — MR - {C62811}
“Public Document #1 T

‘Copyright NY Consultant 2006-2010



PUB/MH 11-140

Subject: Tab 12: Corporate Risk Management
Reference:  Tab 12.4, Financial Risks, Page 7 Future Revenue Requirements

b) Please provide the same tabular illustration as in {a), but without the WPS and
MP contract commitments (e.g., Alternative Scenario with respect to the 2008/09
Power Resource Plan. '

ANSWER:

The same % breakdown as the PCOSS cannot be applied going forward as costs are not
functionalized beyond the study year.

Please see the average price table attached for the Alternative Development Sequence filed in
Appendix 15.
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PUB/MH/RISK-107

Reference: KPMG Report - Section 5.2/ NYC Issue # 183
Risk Issue: Independence of Middle Office Function

KPMG states “ The consultant asserts that it is imperative to segregate
the duties involved in calculating and reporting the risk and financial
exposure of MH from the business unit responsible for operating level
decisions, trading and opportunistic deals”

New York consultant states that “ it is contrary to all best practices, to
have PSO Staff issue the “variance” report, since that wounld place them
in a conflict of interest in reporting on their own system errors and
system mistakes. Up until now because of the lack of independence on
variance reporting no objective Risk Management reports have been
issued which would serve as a second set of eyes to alert Hydro to
avoidable Front Office internal errors and operational control standards
which should be followed,”

a) Please address directly the NYC’s assertion, and provide KPMG?’s views, on its
merits.

ANSWER:

KPMG Response:

KPMG developed a conceptual framework to guide it in its external quality review of
Manitoba Hydro, as detailed in Section 1.2. In applying this conceptual framework, KPMG
carried out a detailed review of the NYC Consultant’s Reports and other documents to group
the NYC’s assertions into the Issues and Themes as presented in the KPMG report. In
assessing the Issues, we took the approach that our work would not necessarily result in a
total concurrence with or rejection of the assertions underlying an Issue; in some instances,
we have found that we concur with some elements of an assertion and reject other elements.
Accordingly, we would suggest that readers of this report focus on the analysis of the Issues
as well as any recommendations that relate to the Issues, rather than focusing on whether we
concur with or reject any particular assertion.
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PUB/MH/RISK-107

Reference: KPMG Report - Section 5.2/ NYC Issue # 183
Risk Issue: Independence of Middle Office Function

KPMG states “ The consultant asserts that it is imperative to segregate
the duties involved in calculating and reporting the risk and financial
exposure of MH from the business unit responsible for operating level
decisions, trading and opportunistic deals”

New York consultant states that “ it is contrary to all best practices, to

. have PSO Staff issue the “variance” report, since that would place them
in a conflict of interest in reporting on their own system errors and
system mistakes. Up until now because of the lack of independence on
variance reporting no objective Risk Management reports have been
issued which would serve as a second set of eyes to alert Hydro to
avoidable Front Office internal errors and operational control standards
which should be followed.”

b) From a of from a leading best practice standpoint should an “independent
Middle Office” remain “physically within” PS&O.

ANSWER:

KPMG Response:

From a leading practice standpoint, to the extent warranted by the organization’s activities,
the process of monitoring and controlling risk should be managed independently of
individuals conducting the commercial activities. KPMG is not aware of any leading practice
to ensure there is “physical separation” of the Middle Office from the commercial operations.
In fact, KPMG’s observation would be that many market participants maintain a close
physical proximity between the two groups.

2010 1025 Page 1 of 1




PUB/MH/RISK-107

Reference: KPMG Report - Section 5.2/ NYC Issue # 183
Risk Issue: Independence of Middle Office Function

KPMG states “ The consultant asserts that it is imperative to segregate
the duties involved in calculating and reporting the risk and financial
exposure of MH from the business unit responsible for operating level
decisions, trading and opportunistic deals”

New York consultant states that “ it is contrary to all best practices, to
have PSO Staff issue the “variance” report, since that would place them
in a conflict of interest in reporting on their own system errors and
system mistakes. Up until now because of the lack of independence on
variance reporting no objective Risk Management reports have been
issued which would serve as a second set of eyes to alert Hydro to
aveidable Front Office internal errors and operational control standards
which should be followed.”

c) Please explain what is meant by KPMG when it states “While not ideal from an
independence perspective, there are operational efficiencies associated with this
approach.” Please reconcile with the contradictory finding in section 5.9 that
states the Export Power Middle Office is a single, independent, risk management
function.

ANSWER:

KPMG Response:

From a functional reporting perspective, the Export Power Middle Office reports to the
manager of Corporate Risk Management who in turn reports to the Chief Financial Officer.
Thus, it is independent from the Power Sales and Operations Division. This finding is stated
in both Section 5.2 and Section 5.9 and as such there is no contradictory finding, The KPMG
report reference to “operational efficiencies™ relates to some utility industry participants,
including MH, that have certain market risk assessment responsibilities embedded within
their power trading business unit. Consequently KPMG comments are distinguished between
functional feporting (independence) and responsibilities (operational efficiencies).
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PUB/MH/RISK-108

Reference: KPMG Report - Page 200, Section 5.4.1.7
Risk Issue:  Power Sales and Operations Market Committee Terms of Reference

d) Please provide the history of the Risk Management Function since its inception,
and detail the personnel performing risk management functions over the years.

ANSWER:

History of the Risk Management function as it relates to Power Sales and Operations Market
Committee is as follows:

* The Export Power Middle Office was created in F ebruary, 2007,

e The Corporate Risk Management Department Manager was assigned responsibility for
managing the middle office function. The Corporate Risk Management Department
Manager reports directly to the Senior Vice-President, Finance & Administration and
Chief Financial Officer.

* A Senior Risk Management Officer was hired in February, 2008 to perform
responmbzlmes in the middle office.

¢ A Senior Market Risk Analyst was hired in July, 2010 to assist in further strengthening '

the middle office function,
* A Credit Analyst position has been established and will be staffed in November 2010.

* A risk software solution is being studied with a decision on a selected option expected
early in 2011.
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: - Public Utilities Board ~ GRA 2010/2011 and 2011/2012
T NY Consultant Risk Reports .

-Page 14 of 286

- ﬁYC/MHQIssue # 14.
g v .ngrce: »  NWYC Long Term Contracts .
é ‘ Snblésué: Risk - ’
'Subéectt ‘ In accordance with industry standaxd risk management best’

‘practices, MTM protocols need to be adopted to correctly
identify financial Market Risk Exposure to Manitoba Hydro.
RM independent assessment shows that the magnitude of MTM
losses currently incurred in the -Export Power Marketing
Division is of magnitude -$74MM for Fiscal Yeaxr 0708.

NY¥C - MH - {4}
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-Pubkc Utlities Board - GRA 2010/2011 and zoulzmz

NY Consultant Risk Reports ] ) . . Page 15 of 286

NYC/mH Is&ue # 15.

Source: ) nyYc Long Term Contracts

SubXssue: Rlsk

Subject: Current IFF Forecasts do not expose the huge MTM losses

. and earnings depletion for Rate-Payexs incurred in the BPM
sale of export contracts and leave Hydro obscured from its
Market Risk exposures. 3as markgt’prlces increase, or in a

" “green world” type scenario whexe, fuel prices may increase -

exponentially, 'Hydré’s MTM exposure on these contrackts can
increase dramatically, leaving Hydro’s stake in export
maxkets vulnerable.

NYC — MH [A3511]
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NYC/MR Issue # 134,

Sourcé'
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' '—SubIssue‘ Risk

Subject:

Pnblic Utilianoard . GRAZ6i0R0i andZﬂlllIOlZ-
‘I¢Y(kmmﬂmmtRmk}h¥on3 b .

NYC Tong Term Centracts

Page 1340F286

Even ‘retroactively in FY0607, when prices were iower, the

MIM {Mark—To-Market) and Economic value of the exposure of

undex-priced. Long Texm contracts was over $1D0Million
dollars annualily compared to R/T prices in MISC. This
significant portion of risk to thé ‘CoOmpany.
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NYC/MB Issue.$ 136.

Souxce: NYC Long Term Contracts - h
g SubIssue: Risk P ) R
. Subject: The MIM exposure xisks inherent in the contract structure

could be avoided if a current and adequate pricing method
{concurrent with modern market pricing) were used in the
Front Qffice

NYC - MB - [C7S11)
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NYC/MH Issue # 138. - _ _ TS

-

Source:  WYC Long Term Contracts e _

A . — L N - TE T AL e L T Ee s W A e 3o
sty e g s, - B L TR s T - T g A Sy SRR PR
. . SubIssue. Risk -, : : Co T

Subject: The - Economlc Value Loss and Risk Capital assoclated -

. ) with' the new contracts, under Market Price ’ o

. deregulation exceeds today -$3. ABN {regative).This -
’ amount should be fairly represerted on IFF and Rate~

Projections to reflebt true impact to fimancial D

. pro;ect:.ons. . -

NYC - MH -~ {(‘,56511}
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NYC/MH Issue # 151.

-SOupce;h :i NYC Long Term Contracts

SubIssue' Rlsk ) ' . L . - -

Subject: Even w1thout looklng at the new generatlon on the existing :
generatlon system, the -MTH Losses in Export Powexr Marketing -
could amount to several hundred million dollars a year, and

" under viable stress tests, close to $iBillion dollaxrs over
a. 5 year basis. This vould deplete all viable risk capital’
available to Manitoba Hydro, and it is for this reason,
that R s responslble recommendation .is the immediate -
ceasing of EEM sale of long term contracts nntil market
risk capltal adegunacy is attained. -

BYC — MB - 7 [A7]
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